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Royal Numico N.V> :
We aim to continue the acceleration of Numico’s

nutrition company; and to continue our success in
delivering strong results in line with our bold targets.

Product integrity and food safety remains our first priority. |

performance as a high-growth, high-margin, specialised- - -

S |

. e
~. -
Baby food Clinical nutrition
The Baby Food division Enteral Clinical Nutrition (ECN)
specialises in food for the is food used under medical
. healthy growth and development ~ supervision to help patients
. of infants and toddlers (0-3 years who cannot benefit from a
old) through an extensive range normal diet. Strong science-
of safe, nutritionally superior and based research makes us
convenient products. Our brands innovators in specialised
have been the choice of mothers nutrition, and our leadership
and their children from generation in this high-growth aréa derives
to generation. from our unique understanding
of the needs of this market and
its vulnerable consumers.
\\ ) .

R&D and Operations ,
The R&D organisation is closely aligned behind the core business of the
company, and focused on deepening our special understanding of
the relationship between nutrition and diseases and health. With these
support activities, we work to deliver highest quality products that are
‘safe to use, and to enhance consumer trust and satisfaction.

In Operations, our objective is to deliver the highest quality products
with levels of efficiency and cost-effectiveness that set standards for
our competitors to follow. OQur manufacturing base of 21 supply points
is supported by an integrated worldwide procurement and supply
chain strategy. .

RO
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Dear Shareholder
In 2005, we reached a major milestone:

double-digit growth. This record sales
pace was gained through great results
from both Baby and Clinical divisions and
is a testament to the power of Numico's
people and brands.

We view this aggressive growth rate, not
as a single year phenomenon, but as an
achievable reality for the years to come.
This is because we are confident that
we have iaid a firm foundation in 2005 -
through crganisationa! and productivity
initiatives and through the successful
acquisition of two important Baby Food
entities — for sustained future growth.

With this positive momentum and the high
potential of the organisation, Numica is now

-the achievement-of our first year of ——~ —positioned to move t6°a lasting Figh-growth™ ~

phase. Our growth strategy is simple: use
our focus as the continuing competitive edge
and amplify our organisational commitment to
excellence in quality, innovation and productivity.

This means that in 2006 we will invest in the
quality of our products, which is the bedrock of
Numico's brand and consumer equity. We have
made a new multi-year commitment to upgrade
all our production facilities to pharma-quality
level. We will also continue to improve the audit
and fraceability of our ingredients sourcing, and
work to secure even stricter accountability from
our partners and suppliers.

Too, we will continue to focus on bringing
leadership and effective innovation to the Baby
Food and Clinical Nutrition markets. We have

a rich innovation pipeline and a broadened field
of opportunities for our products which will help
fuel consumer demand and sales growth in the
coming years.

Importantly, we plan to make these investments
in our future while maintaining our high margins
by looking for fresh opportunities to streamline
and increase organisational efficiency.
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Baby Food consumption

Per capita consumption {kg} - 1 Babies'000/Year:

i _u,.m_”nm|i.'|_$ — ] 766
* Taly 14 SYHT) 1 . 560

, Foland  EFEEde6. 1 362
Russia W J7048 1,440
ndonesia | 5 92 4288
chira Hlaz2a .dm_ooo
"Tukey K212 . 1,400°
W Infant milks W Growingupmilks B Weaning foods

Source AC Nielsen, ERC, Intemal Data

Mutrition for growth
There are exciting opportunities to significantly grow the baby
food category. The same consumer trends driving adult food are
also occurring in baby food. Increased interest and awareness
around the importance of nutrition means that consumers are
demanding healthy products that promote specific benefits.
They are also actively looking for quality procucts in more
convenient formats that do not compromise on quality or taste.
This is also a category where consumers seek support and
endorsement from heaithcare professionals and look to
premium brands for the trust and reassurance of quality

and nutritional expertise.

We see opportunities for significant growth by broadening the
baby food category to include everything a child consumes
between 0-36 months. Today, 60% of what an average child

consumes between 0-36 months consists of food that is not -

specifically made for infants or toddlers. This increases from
30% in the first year to over 90% in the third year, when a
child eats primarily ‘adult' food that does not E__< meet the
nutritional needs ofa toddier. -

In Western Europe, France was the first market in which a
broader range of baby food preducts was introduced, targeting
infants and teddlers. The impact was an 8% market growth
between 1999 and 2003, despite a steady birth rate.

New products such as toddler milks, ready to eat meals for
children from 18 months and fruit purees from 15 menths
were introduced. As a consequence, the per capita consumption
of baby {ood increased from 160 kg to 187 kg. When we
consider that other Western European markets are sfill at a
much lower level, it is clear that there is still enarmous growth
potential in the baby food category in Western Europe.

Emerging markets also show attractive growth potential
Per capita consumption levels are far lower than in Europe
and increasing GDP per capita represent substantial
opportunities in markets with high birth rates like China
{18 million), Indonesia (4.3 million}, Russia (1.4 million)
and Turkey (1.4 million).

Unlike Western Europe, Asian markets have substantial
Growing Up Milk (GUM), sectors that drive milks from infants
‘o toddlers and extend the equity of the brand up to three
years of age and even beyond. The potential of these fast-
developing, high-birth markeis is emphasised by the fact
that China and Indonesia are anticipated to be Numico's
two biggest Baby Food markets in 2006, with further high
growih potential over the coming years.
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THE NUMICO

INDUSTRY

wirougr ourl uridcralaiding o7 niutrition
and our focus on the special nutrition
needs of vulnerable consumers - babies
and those who are sick or elderly. Within

these specialised categories, baby food_ . _ __

- “for the 0-3 age range and enteral clinical

nutrition, our strategy is to concentrate
only on those markets where our strong
brands have or can win a #1 or #2

1

Because of our high . .
reputation for product integrity and food
safety, we are able to build our success
on the best possible foundation -
the confidence of our consumers and
the trust of healthcare professionals.
Beyond the high nutritional value of
our foods, we pay special attention
to enhancing convenience and taste.

In clinical nutrition we also focus on
extending the availability of our products
across the healthcare spectrum.

By applying our category
expertise in both mature and in
emerging markets, we continue to find
and to exploit broader consumption
opportunities for our high-growth,
high-margin product portfolio. In 2005,
our organic growth rate (net sales) was
a record 11.9%, up from 9.6% in the prior
year. With a significantly strengthened
international management team to drive
our marketing efforts, we have high
expectations for 2006.
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New plastic bottle for sip feeds

Compliance is an issue for many sick patients who need
regular nutritional support to help them fight their
condition, buf who lack appetite. Numico conducted

in-depth research into the needs of these consumers

and those that care for them, and we also sought
the perspective of healthcare professionals. When it
became clear that a much more consumer-friendly
packaging format was needed, we developed a new
best-in-class, plastic bottle for all our sip feeds.

The bottle is ergenomically designed for convenience
and ease of use — easier to open and close, easier to
hold, easier to pour into a glass. These are especially
important benefits for the mostly elderly consumers
who drink our sip feeds. The new bottle is also
appealing and colourful, making a more pleasurable
experience for the patient,

HIGH GROWTH THROUGH
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THE NUMICO STRATEGY

RATED GROWTIH TiH

SED INNOVATION

ACCELE

growin o1 Oour Drdanas dana securing tneir
long-term future. We believe there are
significant opportunities to expand our
markets by introducing products that

. focus on_enhanced nutritional-value-

and greater consumer convenience.

In Baby Food, the innovation
pipeiline is developed in support of
our ‘share-of-stomach’ strategy, with

“successful recent introductions in Europe
of toddler milk, fruit cups and ambient

<" ‘ready meals.

Our core infant milk formula
business has seen a breakthrough
innovation with our new EaZypack
format. 2006 will also see the launch
of a broader range of convenient liquid
formulas, and significantly improved,
immunity strengthening formulations
for our youngest consumers.

In Clinical Nutrition, 2005

| heralded the move to more convenient

plastic bottles for our sip feed patients,
and a new pump which will form the
heart of an integrated brand offering

in our tube feeding business. A special
focus was given to accelerating our high-
performance categories in metabolics
and neo-natal allergy.

A promising pipeline for
specific disease areas such as diabetes,
HIV and Alzheimer’s is being readied for
roll-out over the next three years.

EaZypack for infant formula
Research among mothers in Germany,
Netherlands and the UK showed low
consumer satisfaction with the packaging
formats of infant milks, Safety and ease
of use were key priorities, Responding
to this challenge, we developed a format
that improved significantly on other
packaging on the market.

This has been a major consumer success,
driving impressive growth in Poland and
the UK as well as winning major design
awards. EaZypack will be rolled out across
the rest of our milks portfolio in Europe
and Asia over the next 18 months.

Pl

A safe and re-sealable click closure.

" The ability to open with one hand.

Easy and neat siorage.
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THE NUMICO STRATEGY

ROUGH GROWTH |
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D EXPANSION

pusiness struciure of NUmiIco ny
divesting all non-core businesses,
and rationalised our portfolio on the
basis of high-growth, high-margin

1 _criteria. We have.streamlinedour- -- - — - - - —-

cost structure, closing eight out of
16 Baby Food plants, and two Clinical
Nutrition plants in Western Europe,

' ‘'savings programme across the board

to support our margin levels. With a
highly motivated management team
and greatly improved net debt and
working capital levels, we now have

a springboard for accelerated organic
growth across our portfolio. Importantly, -
our strengthened organisation and
financial position have now given us
the capacity and the fuel to invest in
opportunities that offer the best potential
for transformative upside growth.

Two breakthrough oppor-
tunities in Baby Food were announced
in 2005, with the acquisition of the
Italian company Mellin (completed
in June nocmv and of EAC’s Dumex
businesses in China, Thailand, Malaysia
and elsewhere (completed in E::mé
2006). With the addition of these new
businesses, Numico has a more-balanced
worldwide Baby Food portfolio, with
a leading position in the high-potential
markets of Asia-Pacific.

|
R xcg%z mce;z |

——-- JFollow-up _no_.:..c,m

e

PR

s

Dumex nutritional products for infants
and children are a household name in
Malaysia and Singapore. Launched more
than 45 years ago, the Dumex range
has emerged as a leading brand in both
markets, and has been infroduced with
success into Thailand (1962), Vietnam
(1992) and China {1953). Mamex/Mamil
Gold, a range of premium-priced infant
and growing up milk products under
the Dumex master brand, was taunched
in 2003, It is now one of the fastest-
growing brands in the market and will
be a key driver in growing Numico's
Asia-Pacific business,
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double-digit organic sales growth in 2005.”

£y

Ajai Pur 1953 Chris Britton 1957 Rudy Mareel 1963 Niraj Mehra 1954 Jan Bennink 1956 o

President, Research & Development President, Baby Food President, Clinical Nutrition President, Operations . President and
and Product Integrity ) , . o L - - - Chief Executive Officer
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BABY FOOD

e e —— e —— —

momentum as our consumer-focusea
strategy began to reap rewards in record
sales growth and increased market
share. Accelerated growth was achieved
by-focusing on key Western Europe
and Emerging Markets with increased
advertising and promotion expenditure.

The roli-out of key renovations
like EaZypack, cur consumer immunity
benefit on infant milks and innovations
like Toddler Milks and Fruit Cups
were accelerated and now represent
34% of our sales.

The senior management team
was further strengthened with 28 new
people in leadership positions worldwide
and sales, marketing and medical
capabilities were improved.

With the acquisitions of
Mellin in taly and the Dumex brands in
Asia-Pacific, we look forward to very
promising growth in 2006.
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Renovation and innovation
' In a competitive marketplace, product renovations and

- . innovations are driving our accelerated growth. Consumers
s e ] _inthe Netherlands, Poland.and the UK were introduced to a— — .-
-~ v Tyae new and convenient packaging format for our Nutrilon, Bebilon,

R Y Cow & Gate and Aptamil infant milk formula ranges in 2005.

P Y -
o H/..Wr.rﬁh. St The Eadypack packaging has been a major success and
s (H 2 driven impressive growth in the LK and Poland as well as
T ,Q._..... i helping to increase our share of the Milks category.
RN A I R
e - « ——=- -~ Leveraging Numico's world-class research’arid development” ~—
S~ U capabilities, our unique prebiotics formula continues to
V. A i~ premiumise our Milks portfolio and drove a 2.9% share gain
in Western Europe last year. We have significantly improved
L i ourinfant milk formula range for 2006 and results from
" clinical trials prove it naturally strengthens a child's immune
ﬂ | system — a major consumer benefit

Sales by category. Growth by.category’ . Research in the Netherlands shows that consumers prefer
1.Milks 69.1% [, 1 7 I, \ +£12.7% i foods that look and taste like home-made meals and that give
2 Cereals B 1179% \ / s \ N \ +8.9% * children the right balance of food, so providing a nutritionally
3.Foods . 1550 ¢ Ay £ H....mm.g “ balanced diet for infants and toddlers. We responded to this
4.Other _ s 3, \ Fpaid
—Total sales S IR D

=TT
J/, o e T e Building on the success of Toddler Milks in Ireland, which in
Sales by region (%) and sales growth 2005' .. s . u 2005 contributed 3% growth to our share of the Milks category
I 1 ._,_ AR L . in 2005, we launched Toddter Milks in the Netherlands in
~— ’ N plastic botiles and doubled our Toddler Milk sales. In the UK,
our Milks range was extended into the toddler age group
with the successful introduction of Cow & Gate and Aptamil
Toddter Milks, Supported by extensive marketing, sales and
| medical activity, these increased our share of the UK Milks
category by 2%.

i

Y fh 0% challenge by re-launching our Olvarit jars range with new
T packaging, improved the taste and texture and broadened
v the range of varieties.

Y We continued to drive the successful roll-out of Fruit Cups

// ] through launches in a further six markets, and new varieties

AL ' were added to existing ranges. We have captured 15% of :

ot © the category in 18 months with impressive growth in Ireland

K . (3509}, Netherlands (145%}, and the UK (792%j), giving us i
N several leadership positions. Our Fruit Cups ranges are now '

‘M available in 16 markets.

Delivering momentum
Our record high growth was achieved across all regions.
In Western Europe, we continued to accelerate growth

: T through the UK (14.1%} and Ireland (10.8%) by renovating
N /Jv and innovating our product portfolios and have started
_ Growth by region® % to implement this strategy fully in Belgium, ltaly and
- 1.Western Europe —— mm,.m@m., T +31% the Netherlands.
‘- 2.Eastern Europe T 223% - 77 ¥255%
3.Asia-Pacific, Middle East and Latin America™ ™~ 22.1% \w . +16.0% In the UK, growth was achieved through integrated
Total sales . - e 100% - +11.2% and consistent consumer and medical marketing and

strengthening our key account management to deliver
effective trade marketing,

y

. . ? Constant scope. 5..,
7 Includes impact jars recall
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CLINICAL
NUTRITION

# categories In Clinical Nutrition - sSip
, feeds to help patients fighting specific
i diseases; tube feeding solutions for
| the very sick who are in hospital or at .
hhome; and_special_products that-allow- — - - —— - —- —
, for those with allergy and metabolic

. disorders to lead normal lives. All these

. businesses are growing strongly.

N in 2005 our sip feed m.:n.Ecm

~ T~ feeding portfolios were refocused in

w preparation for an even higher growth

' "track, and the smaller metabolic and

i allergy businesses were effectively

- ‘turbo-charged’ for accelerated perfor-

. mance. Significant focus was also placed

i on strengthening the management -

i teams, with new leadership installed

" in eight countries.

&
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Growth through focus

In 2005, new strategies have been set to transform our two

core categories of sip feeds (Fortimel, Fortisip, Nutridrirk

brands), and tube feeding {(Nutrison, Flocare and Nutrini brands).. _ _

|

In the Sip Feed category, a fundamental appraisal of our

total business strategy has taken place with key decisions

resulting ~ these will be implemented during 2006,

First, our sip feeds will be re-launched to communicate more

powerfully and more clearly the most important benefit that -
-they bring to a cansumer —giving strength to help fight your™ ——

disease. Secondly, rigorous priority setfing is bringing more

fecus to brands in the biggest disease areas. Cubitan — for

patients with pressure ulcers — has become a new focus,

and sales targets have been increased by 50% for 2006.

L

\ . : AR : who care for them, with healthcare professionals, are all

Within tube feeding we recognise that patients and those

Sales by nmwmm_oa\ Growth by category looking for reassurance and support To provide for their
1.Tube feeds 38.9% +10.8% needs we will proceed with a strategy that brings together
2.5ip feeds s UN3D4% T +17.5% feeds, feeding pumps and homecare in a single brand
3.Metabolics/Allergy 09.4% +10.1% offering. We have also decided to place more resources
Total sales — oo&. +12.3% ’ behind our Nutrini paediatric range.

Sales by region (%) and sales growth 2005’ )
C———— | . ’ ,. Zcﬂ.ﬂ%mw _‘._
—_—1 K
i
| o :
- w.., ) B
-~ —_— r.l ) R —_ L4
]
!
—_——1 !
> ;
Sales by region  Growth by region %*
1.UKAlreland 27.7% +11.8%
2.Netherlands/Nordics 12.3% +8%
3.South Europe 24.8% +13.2%
4.Central Europe 17.1% +7% .
5.North America 5.4% +12.6%
6.Emerging markets 12.7% +25%
Total sales 100% +12.3%
' Constant scope.
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The innovation pipeline of Numico’s
business divisions relies on the highly

focused capabilities of Research &
Development, and its leadership in

the specialised sciences of infant and
clinical nutrition. In research, we use

- -in-house-expertise and an increasingly -
important partnership network to
conduct ground-breaking trials in infant
immunology, and nutritional therapy that
may assist patients in disease-specific
areas such as oncology, diabetes,

HIV and Alzheimer’s. In our product
development activities, we also focus
on the quality of life that we can offer
our consumers, with innovations in
safety, user convenience, and taste.
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Our task is to q.mmuo_a to the innovation
requirements of a fast-growing, fast-

changing business, without compromising

on the quality of our products or the
timeliness of their delivery. With the
recent acquisition of three new plants
inAsia-Pacific, we now have a balanced
manufacturing base of 21 supply points
in 15 countries from Argentina to New
Zealand, with an integrated worldwide
procurement and supply chain strategy.
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“17"and renewal. We continue to atiract

in 2005, we took steps to ensure better

career tracking and developmentfor _ _ ___ ___ _ ___ __ . __ _

our people, as well as to reward those
who contributed most to our business
and our future. For all our employees,
this continues to be a time of change
and retain the best people at Numico
because we offer the opportunity and
the freedom to make a difference on
behalf of the business, in an informal
environment where speed and rigour of
execution are highly valued. Recruitment
of senior management talent continued
in all parts of the business.




b
'
|

i
|
|
|
|
|
|

'BAIE PBIDBYE BY} Ul SBIHUNWWOD
o} poddns unal-Bug; 1ayo 0} sdiysieuped yyBu ayy pping

O} paw.oy sem wea) asloud v risy 1583 Ynog Ul palean
IUreUNS] Y] Jey) Jalsesip ayy jo Aasoda: sy diay o) poys
ue U uonnquiue) sBie| e Bupew Ag 'Aunwiwoo jo puds
13pEO.q MR PAIRIISUOLISP 0S8 S8a40|dWs S) PUE O2IWNN

‘siauped ssauisng pue

s151)ddns Jno 10} 10NpUOY) Jo 9PO7) PIJEIS] B PEONpolU
osje am ‘Ajpgisuodsas pareys Jo unds ay) u) sased |2 w
MOJI0} pInoys Asy) Tey) 1oNpUOd $S3UISNG [EJIY}S JO Swisou
ay] pue ‘saafojdws 1no |[e o joadxs am ey} SPIBpUR)S
yBiy ayy |leyep ul N0 sAe| apo7) Ay} ‘ueiesiuetio ue se

—+ Ayeuosiad ino asusioeieyd ApGajup pue Juswiuwe?)

|

- W-CC.—__H_ _.__an._.UKH_ —L_Ln“ CLQ*UQ\S Ul dobly WU Lyt MDAl AT
40 uoljewiojsues; sy 819|dwo oy sucnesuebio B20] Yim
PU® {i0uUnos) SyI0pA Ueadoung sy ypim A|9S0[D paxIom am
600F, u| "2ouewoped pue adoad jo tuswabeuew (nyssecons
ay} 0] sebus|eys umad 113y} pasod aaey suomsinboe
U908, U0 pue 'soede sanuUOd 0DIWNN Jo Ymoib ay)

uonesiuebio sy jo wawsbeuew souss

aug uipm 1o o pajowo.d a1am ajdoad 4| reak ayy Buung
"510}09s feannaceweyd pue 'spoob Jawnsuod 'pooy syl Ul
sawedwon diyo eng wouy Auew ‘seare Jayo pue Bugesew u)
sousiadxa 10 sBurl peosq e wayl Y Jybnoiq asey adoad
8say| Z00Z 1o BuiuuBag ayy 9ouis 211y M3U 848 SIPN|aUI
Kepoy siaBeuew Jojuas Ay 04 | Ino Jo uoysodwod ay|
‘pasiiigels mou sey ajel aunpedap siy) “uonaup nbisyens
M3U 5001WNp Jo sousnbasuoo e se Asbie) 'sieak aauy) sed
ay] Jea0 Aurdwod ay) Yoy siebeuew Joluas jo raquinu
ssauisng ymmoiB-yBiy e BuiBeuey

2NNy rEauy
alj) Ul saaTelUl JusWdD|SABP 1BUHINS IO} MO|[B PUB 'S|9AS] |[B 1B
uogesuadwod U AUSISISUCT 10} BAUP va LM ‘walsAs BuipelB
spmiuedwod pasipIepuels 310w e aanposu) o} ueid osfe S

‘auadid uawabeuew Jowes ayy u) puy em sdeb Aue Apawel
0} SA0LW pUE PUBISIBPUN 0} SN BuIMOfe WS[E)} S} JO MBlAS)
onewelsAs e paysigelse sey Auedwod au wwaishs wawabeuew

'A3)1By ‘a1e7) JO sanfea IN0 SESIBUM TINPUOY) JO SPOD)
pasiral Amau e Jo uoieaygnd ayy yiim 'days [e2iBo) 1xeu sy
0] PaAOW aM 'SBNEA BI0)) SAURAWIOD AU} S]EJIUNWILIOD pUe

auyep o} $00g W Hoye aplmAuedwod paseys e Buimojjo4

_ 'suopejas inogel poob pue Kages pue yyesy

‘Ausianp se seafo|dws Ino 1o} seale uepodun yans ul
ssauboud Jayuny axew 0} 2doy am 1My U] JUSIUCIAUS
ay} pue Jwawhodie BupreBal saonoeid apwpliom
$,091LLNN BLWIE 1811 @y} 1o} 21qnd apew am ‘Loday
Ajngeuleisng jsu14 s,00IWNN Jo uoiedyqnd ayy jo ted sy
A}igisucdsal gjerodiod w1 asuewsopad sy Bujuawnoop
0} pieBai yym goOE Wi sdays tolew a3 osfe 0olwNy
Aynqisuodsas 1o) BuiBeuey

Auedwon ayy o saakojdws mau QOQ'E Uey: aiow 1ybnoig
SEL Y2Iym ‘BISY Ul SBS52UISNG Xawn( ay) jo uojisinboe

sy Bumolioy ayioed-eisy Ui saadoidwe pue juswabeusw
auy} uBife pue quosqe Apoinb o3 diom [ am Q00T Y|

‘ssiuedwod yioq

w0y JuS[E] Yim 59|04 [eucerado pue jualuabeusw yloq
Bunes 'ssauisng ueley Bunsixa ayy oqul uyap Bune.Baju
40 S} SY} YOOHSPUN CS[2 9M 'MBIAaI Japun J1eak au} u|

souewopad a4} Jo Uoisuaa Jaynnf ay) apisBuo)y

‘Auedwod sy} uiypm

85102 31Ny K9y} pue juaLedojaAap Iy} SSNISIp 0} pue
'sauewiopad sadoad Jo synsa: sy} Aewic) ssasse o} ‘anbojelp
40 ssazold 1enBal e paysigelss osfe sey | ‘Ajuepodu)
quswsabeuew sfuedwos sy} jo uojeiuaun asueuLopad sy)
pauslyBusss Jayun) Sey SAjerul 8y "SSeUISNg JU JO SBaIE
JE U ‘sjens| Juawabeusw [ $18A00 mOU pue ‘uojes|uebio

B} OJU| JBYHN} YONWW N0 P3|I01 USSY OS[e SBY WSYSAS oY)
'dno.B yuswaBeuew sagnosxa au} 1o} JEIA 1SB| pEONPOIU SEM
waysAs wawebeuew soveuwopad jeqeB e sjeob 21Bajens
N0 10 JuswuElEe 8y} aAUp of Buidiay ur dejs saypn) & sy
2sueunopad ybiy 10y BuibGeuey

'seafodwa Jo

[E10} INO JO pAIYI-auC Apeau — aidoad OQG'Y ABmns [|im am
12k S|, PHOM BU} SSOITE Sjaview Ino | Ul uonesiuebio
oy yBnouyy sjeob sAuedwos sy apesses o sswwelBbosd
UOIBIIUNWIWOD MO JO S53DINS BY} Palel}sUowWap SHnsal ay |
‘apimplom ssoBeuew QY — uonesiueblo au Jo |asa) 1xau
By} 0} Aaans ay} papusa am GOQOT Ul pue Auedwos ay)
Ojul Jaypng Hoya siyr ol o} JyBu sem awg oy uswubie
pUE S{2A3| UQIIGWIE U30q JO Juawancidwl panunuod pamoys
wewsbeuew Jowes 0g1_doy ay ysbBuowe feains (enuue

|
'

‘uoydnusip o} 1s0| fep giBuis e noypm
pue ‘a|npayos uo uone:ado xajdwod Aybiy sy eredwon
0] 2|gE 2J5M BM ey} Jueaw uoljesado-0d JIay) puB JIduncy)

1€ 00T 10day |enuuy OJIWNN

gels Jayjo pue sisbeuew 0Og'y

renBar inp 'seiBajens ymoib plog sAuedwod ay) puyaq
aidoad uno e jo Juswubije aAup 0 XUOM INO INUUOD B
juswabBeBus 1o} Bulbeue

jJo ABnNs — uoIeNSUOD 93IOPHOAA <

sjoA9] Juawabeuew
e e Bunjoru} aduewiopad <

wa)sAs aouedwod pue 1onpuon)
J0 9p07) Jo no-|jol spimAuedwo)) <

9007 Ul saunuodd

.mhmmmcmE 000'C Uey}

alow 0} papuapxe walshs feseidde
[enuue — ainynd aouewopad-ybiH <
spieog yioq Aq pasoisdde 1onpuo”) jo
apo7) paosueyua — uswubie eqoln) <
sieBeuepy Bunexiepy mau Gz pue siobeuey
[elouar)-mau-G|-—-pausyibuans-diysiepest < ——

GO0z Ul ssaiboiy




o L -

Product integrity and food safety
remains Numico’s first priority. it applies

‘equally to the products we deliver to
our consumers, and to the way in which
we design, develop and produce them.
Our products play a key role in the

t - development of healthy, happy babies

and in the support of those stricken
by disease or the burdens of old age.

- We are committed to develop and

market products of the highest quality
and safety, combining our scientific
expertise with the understanding that
comes from putting the customer at
the centre of our thinking.
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in food safety, healthy nutrition, people > New Codes of Conduct, for both
and the community, the environment, employees and our suppliers

and transparency and governance. . _ > .Internal-improvement targets_set for

i—A highlight-was the-publication-of the- - -———gr5ranic "socialand envirohmental _Bﬁmoﬁ
company’s new Code of Conduct for

employees and a related Code of

Conduct for our suppliers. Our next

Report is planned to be available in the - 5,544 nities in 2006

summer, thanks to a more efficient and. > Rigorous companywide data avo:_:m

Numico published its first Sustainability =~ Progressin 2005 |
::::: ‘Report ‘Sustaining Life’ in 2005. The > Numico's first Sustainability .
. report gave special focus to our activities ~ ~~—Report-published T T T
]

|
|

accurate data collection system, and will . = _ ;5 451ds

again follow the GRI (Global Reporting

Initiative) guidelines. We will discuss > More systematic contact with key

our progress in the key performance stakeholders |
areas that we have identified as being > First steps towards independent verification

| of most importance to the company
and its key stakeholders.

<<_5_3 :6 D:O:Q areas in sustainability that we 3m<m
identified for Numico, we have selected a number of focus
KPls — the key performance indicators — that will measure
| our future improvements. .

|

> Economic Sustainability:
> Cost of goods: optimising our cost base
> Interest coverage: maintaining our financial prudence
> Donations: contributing more effectively

> Environmental Sustainability:
> COz2 footprint: monitoring our energy use
> Supply chain management: working with
responsible partners :
> Product quality compliance: putting food safety first

> Social Sustainability and Responsibility:

| > Health and safety: protecting our employees

| > Career development: motivating our employees

! > Product labelling: keeping our consumers informed

SUSTAINABIL

!____,____.‘___
J Co )
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“The establishment of the Governance
committee in 2005 goes beyond the
requirements of the Dutch Corporate

~~Governance Code. It reflects the
intentions of both Boards to take
the Code, as well as the compliance
. to our codes of business conduct,

_ -
— .vefy-seriously:- ——-

As a company thal recognises its commitments not only

1o our shareholders, but also to our consumers, employees
and business pariners, we take good corporate governance
very sericusly.

- -

In this spirit, the company was quick to implement the Dutch
Corporate Governance Code as issued on 9 December 2003
(the Code"), and we submitted the manner in which it was
implemented for discussion {o the General Meeting of
Shareholders in 2004. in our Annual Report 2003 we made
——a very extensive statement on our compliance with the Code——
Every year we put corporate governance and the compliance
with the Code on the agenda of the Shareholders' meeting
for discussion.

As an Executive Board endorsed by the Supervisory Board,
we stand accountable for managing our company in
accordance with the principles laid down in the Code, and
even beyond where this is possible and appropriate. For the
evaluation and further enhancement of good governance
within Numico, the Supervisory Board decided to establish
a new committee, with oversight of corporate governance
and corporate sustainability across the company.

In this Report we summarise our compliance activities, and
outline our corporate gavernance structure.

| Compliance with and enforcement of the Code
We agree with the principle, as stated in the Code.

The Executive Board and the Supervisory Board are
responsible for the corporate governance structure of Numico
and compliance with this code, They are accountable for this
to the General Meeting of Shareholders. We will submit each
substantial change in the corparate governance structure of
the company and in the compliance of the company with the
Code to the Annual General Meeting of Shareholders for
discussion under a separate agenda item.

!l Executive Board

Il.1 Rele and procedure .
We agree with the principles and best practice provisions as
stated.in the Code. _

The Supervisory Board has put in place a rotation plan for

members of the Executive Board (which may also be viewed

on our website). Al members of the Exceutive Board will be
appointed for a four-year tefm. Executive Board members

must he re-appainted in accordance with the rotation plan -
below: Niraj Mehra; Chris’ Britton and Rudy Mareel were ‘
appointed at the General Meeting of Shareholders of
11 May 2005 for a new term of four years.

+

' Executive Board  Year of ﬂm-mvno_:ﬁamzw '

Jan Bennink 2008
Jean-Mare Huét 2008
Niraj Mehra 2009
Chris Britton 2009
" Rudy Maree! 2009

-~ Ajai Puri 2008
We comply with best practice provision [1.1.8 concerning
membership of other Supervisory Boards by our Executive
Board members. We refer to the approval for appointment

of Jan Bennink as non-executive directer of Kraft Foods inc.
and as member of the Advisory Council of ABN AMRO
Holding N.V.; and of Niraj Mehra of Budelpack BV.

Executive Board members must retire at the age of 60.

1.2 Remuneration
Amount and composition of remuneration.

We comply with the best practice provisions covering
remuneration. These are expressed in the remuneration
poficy, which was adopted by the General Meeting of
Shareholders in May 2004. The remuneration policy and
report for our Executive Board can be viewed on our website,

1.3 Conflicts of interest

We comply with all best practice provisions concerning confficts
of interest, There were no related-party transactions executed
or other conflicts of interests reported.

{ll Supervisory Board
Supervisory Board members are in principle limited to three
terms of office. Each term of office is four years.

All Supervisory Board members with the exception of one will
be independent as of the Shareholders’ meeting in May 2006,
None of the members is rewarded in shares or other securities.
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“Numico’s risk management and
internal control systems are
designed to identify the risks

Scope of risk management

Due to the nature of the industry in which Numico operates,

we give significant attention to our company’s risk

management and control systems. Numico's Executive Board, _

inherent to our operational and
financial business objectives

- and to determine appropriate risk

bears final responsibility for the design, implementation and
effective operation of our internal risk management and
conirol systems. The objective of these systems is to identify
and manage the significant nperational and financial risks
inherent to our strategic objectives and to ensure that we
continue to create sustainable shareholder value.

- responses in a timely manner.”

* "It updates the Executive Board on treasury-related issues’
Risk management approach

Our strategic cbjectives are clearly defined and known
throughout the company. Cur main focus is to achieve these
objectives while ensuring adequate control systems for the
strategic, operational and financial risks that we face. Our risk
management is aligned with the Enterprise Risk Management
framework of the Committee of Sponsoring Organisations

of the Treadway Commission (COSC) which aims to reach a
reasonable level of assurance. It is implemented and cperated
within our company as a contiruous process enabling high
frequency of contacts and interaction between both corporate
and local management and in-house specialists in the
various risk areas, with the objective of adequate and
effective risk management

e S DU S e s

Risk management and internal control systems

The monitoring objectives of financial reporting and contrals
comprise thorough coverage of our significant business
operations. Corporate and local entities have frequent contacts
to ensure good relationships and direct communication.

Qur financial reporting systems and processes are custom-
made to our business requirements and support the
management in its business reviews. Our corporate accounting
policies and procedures are properly maintzined and made
available to all our staff via the corporate intranet and
communicated frequently to our finance community. Financial
reporting and ¢losing requiréments are formalised and _
corparate review is performed on the financial reports by local
entities on a monthly and quarterly basis.

Our Baby Food and Clinical Nutrition, and Operations divisicns
control the performance of their business through a stringent
budgeting process, a developed set of critical performance
indicators, bi-weekly corporate divisional reviews of the actual
results, and frequent visits to local entities.

Our external financial audit engagement ensures that all main
operations are audiied by the External Auditor for statutory
and/or group purposes. We complete the scope of the External
Auditor with our own internal audit efforts, to meet the cbjective
of visiting every entity once every year.

~Our internal audit reviews and quick scans encompass both
operational and financial reporting processes, and are focused
| on supporting risk assessmenis {o the local management

_progressively extended to cover all our markets worldwide.

{

teams, The internal audit department and our specialists

in Legal, Tax, IT and Treasury maintain close working

relationships. Our specialists also regularty visit and meet with

local management to understand its specific business issues... —.

On a pericdical basis a finance commitiee meets and reviews

among other matters the effectiveness of treasury policy,

the treasury manual and the treasury function in place. The
committee is composed of senior management including the

Chief Financial Officer, President Operations and Treasurer. -
and proposes any amendments to the treasury policy for
consideration by the Executive Board. -

Each divisional executive committee meets twice every month
to cover strategy and related risks, the actual performance
versus budget and other significant matters. The Executive
Board meets twice a month and reviews the divisional
businesses. Executive Board members also make frequent*
visits to our main local business operations. Management

of local operations present an Annual Operating Plan to the
divisional executive committee, which reviews strategy, risks,
planned activities and budgets for the coming year.

For further information concerning our operational financial
reporting risks, please refer to page 39 opposite.

Crisis management )

A key risk is an ineffective or delayed response in the event
of an unexpected crisis. Our policy regarding such situations
is based on three key principles: openness, honesty and
timeliness. Continuous training and attention is given to our
crisis managers worldwide. The effectiveness of the system
is monitored continuously by a committee of representatives
of the divisions, reporiing io the Executive Board.

To reduce exposure to risks relating to Product Quality and
Food Safety we have defined siringent poficies and procedures,
These procedures — GMP, GHP, HACCP - are implemented
in all our supply points and audited annually. Further, Numico's
Central Laborateries Friedrichsdorf continuously performs
worldwide monitoring of end products and raw materials for
compliance with our internal standards.

Activities 2005 and priorities 2006
Qur efforts in 2005 were centred around further enhancement

" of the company's internal contral environment. We published

an upgraded Code of Conduct, which is available on

our imernal and external websites. In 2006, the Code-of
Conduct will be translated into nearly 40 languages, and
communicated to employees in face-to-face workshog
meetings. Numico’s Whistleblower Policy and reporting
system, which enables reporting of integrity issues or
violations of our Code of Conduct, was introduced in spring
2005, and communicated in 18 languages to all our
European markets. In 2006, the reporting system will be
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in Asia and other emerging markets. We already have a large
Indonesian business, and have now increased cur presence

in China, and added emerging markets such as Thailand and
Malaysia to our portolio. In our assessment, the risks include

"politicat and socio-economic volatility, exposure to local ™~

exchange rates and local business practices. Our strong
and continued growth in emerging markets may affect

our performance, depending as it does on the economic
developments of each country in which we market, sell or
manufacture our products. Despite this, our main markets
remain spread over Western Europe, Eastern. Europe and. -
various different markets in Asia and to a lesser extent South
America, and we strive to ensure a well-balanced portfolio of
sound and geographically well-spread business activ

Financial risks

We give special attention to our risks related to interest rates,
exchange rates and liquidity. We manage these risks centrally
via a corporate treasury department under direct supervision
of the Chief Financial Officer. To ensure active treasury
management, our treasury poficy was put into practice in

all entities during 2005. A hedging policy has also been
implemented at corporate and local entities to manage our
transactions risk.

A finance committee is in place with responsibility to review
and update treasury policy, to menitor compliance of the
{reasury function, authorise certain categories and values
of financial transactions or approve hedging strategies.

In addition to our policy we have a monitoring framework
in place to ensure that treasury transactions are properly
authorised, monitored and reported upon. Gur financial risks
and treasury policies are discussed in the finance commitiee
and with the audit committee and are updated regularly.

Our achievements in 2005 included implementation of a new
upgraded treasury system with an integrated ledger, Our
goals for 2006 are improvements in the area of efficient cash
management structures, foreign exchange rate management
and further enhancing electronic payment procedures.

Interest rate risk

The policy is to hedge at least 60% of the interest in the
company's ouistanding net debt position in order 1o reduce
the risk to interest rate fluctuations, and we are in line with
this policy. The risk is managed through loans, bonds, interest
swaps and cross currency swaps.

Exchange rate risk

The company is subject to changes in foreign exchange
rates relative to the euro — especially the peund sterling,
the Indonesian rupiah and some East European currencies
that are of importance to the company. The policy is to hedge
the transactions risks resulting from the movements of
foreign currencies, where it makes financial sense. In 2005
we introduced hedge accounting in order to eliminate volatility
of outstanding currency deals in our resulis.

Liquidity risk

Numicc's positive cash flow over the last years has significantly
improved the company's liquidity risk profile. During 2005
the company successfully diversified its debi portfolio and
exténded its maturity profile by successfully negotiating two
US Private Placements and a Commercial Paper programme.
We also successfully refinanced our syndicated bank facility

in 2005.

Regulatory environment

The industries.in.which the company operates are subject {o
regulaiion by international, national and local governmental
agencies. Any changes in current legislation may affect
our corporate or local strategy. The company relies on the
willingness of retailers, wholesalers and other distributors
to carry our products, and on the inclusion of our clinical
nutrition products on lists of reimbursable products maintained
by insurers.

Numico addresses the regulatory, marketing and distribution
issues through sound, professional business practice -
observance of appropriate legislation, acute awareness of
the competitive environment, and strong relationships with
customers and suppliers, and an effective public affairs policy.

Residual liabilities from US disposals

in 2003, Numico divested three companies — Rexall Sundown,
Unicity and GNC., Liabilities arising from the US disposals
towards the buyers decreased during 2005 as a result of
resolved disputes or endings of claim periods.

The company retained under the US disposal agreements
the responsibility for Ephedra-related risks, Ephedra has been
subject of negative publicity in the US related to alleged
harmful effects, and the company ended production in 2003.
Ephedra-related litigation has developed favourably during
2005, with 74% of the overall number of cases resolved,
due to tentative settlement, withdrawals and dismissals or
otherwise. The inflow of new cases also decreased markedly.
Numico has adequate insurance in place to cover Ephedra-
related litigation risk.

Management review of risk management

and internal control

Numico's risk management and internal control systems as
generally described above are designed to identify the risks
inherent o our operational and financial business objectives
and to determine appropriate risk responses in a timely
manner. Our internal risk management and control systems
and risk management achievementis taken in the year under
review were regularly discussed by the Executive Board with
the audit commitiee and the Supervisory Board.

Internal representations received from management,
regular management reviews, reviews of the design and
implementation of our risk management and internal control
systems and reviews in_business and functional audit

commitiees are an integral part of the company's risk
management appreach.

On the basis thereoi, the Executive Board believes to
the best of its knowledge, that our risk management and
internal control systems over financial reporting provide
reasonable assurance that the financial reporting does not
contain any material inaccuracies, that the risk management
and control systems have worked properly in the year
under review, and there are no indications that they will not
continue to do so. The financial statements fairly represent
the financial condition and resulis of operations of the
company and provide the required disclosure.

It should be noted that the above does not imply that
these systems and procedures provide certainty as to the
realisation of operational and financial business abjectives,
nor can they prevent all misstatements, inaccuracies, errors,
frauds and non-compliances with rules and regulations.

In view of all of the above ihe Executive Board believes that
it is in compliance with the requirements of recommendation
1.1.4. of the Dutch Corporate Governance Code, taking into
account the recommendation of the Corporate Governance
Code Monitoring Committee on the application thereof.
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31 December 2004. A large part of this improvement is
attributable to the funds raised through the issuance of
shares in November 2006 relating to the acquisition of
ition. The proceeds of this issue were used for the
€ 1.2 billion purchase price of EAC-Nutrition; which was- -~
completed cn 2 January 2006.

The company continued its efforts in 2005 to optimise and
diversity its capital structure, in June, a private placement of
US$ 425 million of senior notes in the US was completed.
The notes have an average matwily of 10 years and have been

swapped into euros at a fixed rate of below 4%. The proceeds’

were used to repay part of the € 827 million subordinated
2000 convertible bond that matured at 27 June 2005,

In December, the company completed the financing of the
€ 1.2 billion consideration related to the acquisition of EAC
MNutrition. In addition to the € 550 million of proceeds from
the equity issue, an additional US$ 198 million of senior
notes were issued through a private placement in the US.
The notes have an average maturity of four years and have
been swapped into euros at a fleating rate.

The existing € 1.0 billion credit facility was also replaced

in December 2005 with a new € 1.25 billien committed
unsecured revolving multi-currency credit facility. The spread
on the new facility is between 0.8% and 0.3% over Euribor
compared to between 0.6% and 0.3% on the old facility.

A total amount of € 1,080 million of the new credit facility
was drawn at 31 December 2005.

The covenants of the credit facility and the senior notes are
related to {otal net debt compared to EBITDA and EBITDA
compared to net interest expenses. EBITDA and net interest
expenses are calculated on the basis of a 12-month rolling
average and exclude the coninbution of all divested businesses.
MNumico operated comfortably within these covenants in 2005,

At 31 December 20085, the total fair value of subordinated
convertible bonds outstanding was € 298 million, which
mainly refates to the 3% 2003 convertible bond with a
nominal value of € 345 million that matures in 2010,

Working capital

The company's continuous effort to lower the level of trade
working capital as a percentage of sales has resulted in an
improvement compared to a year ago of 210 basis points (bps)
to 106%. The reduction was driven by a decrease in receivables
and inventory of 50 and 40 bps, respectively, and an increase
in payables of 120 bps. The company is confident that there
remains scope for further improvement of working capital.

Deferred income tax asset

The balance of the deferred income tax assets recognised

in 2003 amounted to € 362 million (2004: € 374 million).
Included in this balance is a reduction of € (10} million following

the further decrease in Duich corporate income tax rates
from 31.5% to 30.5% in 2006 and to 29.1% in 2007.
The cempany continues to expect to be able te use the
deferred income tax asset over the next 8-10 years.

Cash flow

Cash generated from operations amounted to € 379 million
driven by the higher net result and further improvements in
trade working capital. Free cash flow {ie. cash flow before
financing activities) amounted to € (89} million afler the
acquisition of Mellin.of € 198 million, capital expenditure
of € 100 million, and the purchase of shares held in Sari
Husada of € 85 million,

Capital expenditure

Capital expenditure amounted to € 100 million representing
5.0% of total sales (2004: € 89 million). A portion of this
amount related to the optimisation of the European Baby Food
manufaciuring platform. Substantial investments were also made
in innovation and packaging as well as in glebal IT projects.
These projects are an integral part of the company's long-term
vision of sustainable growth for its Baby Food and Ciinical
Nutrition divisions. For 2006, the company expects additional
investments to drive innovations, to continuously improve the
quaiity and safety levels of the company's production platform
and specifically to invest in Dumex’ Shanghai plant.

Outlook

The company's total sales — including Mellin and Dumex - are
expected to grow organicalty between 11-13%. This organic
growth is based on the company’s performance in 2005
including the full year 2005 pro-farma performance of Mellin
and Dumex to ensure constant scope.

Overall EBITA margin will remain stable in 2006 despite
ongoing investments in product innovations and advertising
and prometion. Higher non-allocated costs will partly be
driven by additicnal € (8) million {non-cash} of additional
share-based payment expensing (IFRS 2} compared to 2005.

Dumex' core profit drivers = which generated net sales of
approximately € 305 million in 2005 - are expected to grow
by 20% in sales with an EBITA margin of 15% in 2006.

These targets are based on constant scope of consolidation,
constant currencies, excluding one-off items and barring
unforeseen circumstances.

Schiphol, 22 February 2006

Jan Bennink
Chris Britton
Jean-Marc Huét
Rudy Mareel
Niraj Mehra
Ajai Puri
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Introduction

2005 was a year of momentum for Numice, and the first year
in which management could focus entirely on its growth strategy
following the divestment of all non-core activities. The year
was characterised by strong autonomous growth, and two
majer acquisitions for the core baby food business in Europe
and in Asia. The Supervisory Board would also like to highlight

the fact that the company returned to positive equity in 2008.

The Supervisory Board was closely involved in all matters

of importance to the company throughout the year 2005,
Because the Supervisory Board received all information in

a timely manner, the members were able {o thoroughly discuss
all issues arising during meetings and many conference calls.
The Supervisory Board also discussed the strategy of the
company in close co-operation with the Executive Board.
The proposed acquisitions of Mellin Sp.A in lfaly and EAC
Nutrition in Asia were intensely reviewed during both regular
and extraordinary meetings.

In the General Meeting of Shareholders held on 11 May 2005
two new members were appointed: Marco Fossati and Steven
Schuit Marce Fossati's appointment became effective as of
23 Jure 2005,

In October 2005, the Supervisory Board welcomed the
pubfication of the first Sustainability Report of the company,
which it considers to be a major achievernent In line with the
strategy to put more emphasis on corporate governance and
sustainability it was decided to establish a new governance
committee which offers the crganisation appropriate supervision
and guidance in respect of the developments in this area.

The results for the year 2005 reflect the ambition of the
management and are entirely in line with Numico's strategy
to be a high-growth, high-margin company.

Role of the Supervisory Board

The role of the Supervisory Board is io supervise the policies
and business activities of the Executive Board and furthermore
to provide advice in the best interests of the company and its
stakeholders. The Supervisory Board is responsible for the
quality of its own performance.

Rob Zwartendijk and Hesse! Lindenbergh are Chairman and
Vice-chairman respectively.

Corporate governance

The Executive Board, fully supperted by the Supervisory
Board, strives to be a frontrunner in corporate governance,
as transparency and {rustworthy management is the key
element to gain and retain the confidence of shareholders
in the arganisation. For this reason the Executive Board and
Supervisory Board decided to incorporate the principles
and provisions of the Dutch Corporate Governance Code
(‘the Code') as much as possible directly after the Code’s
introduction in December 2003. In our Annual Report 2003

our implementation plan was set out in detail, provision by
provision. Fellowing the guidance given by the Committee
Tabaksblat we also decided to submit the infroduction of the

Code 1o the General Meeting of Shareholders in May 2004 _ _

for discussion purposes. Shareholders approved the
amendment of the Articles of Association necessary for
a complete adoption of the Code and the abolition of the
certificates of shares in the General Meetings in 2004,

We have included a section on corporate gnvernance in this
year's Annual Report to update our shareholders on status
and future developments, The report of the Dutch Monitoring
Commitiee in December 2005 clarified the provision as

to the risk paragraph in the Annual Report, confirming our
interpretation of the provision. We will continue to report in
detail about our corporate risk in this Report.

Another major achievement in 2005 was the introduction of a
new corporate governance structure for PT. Sari Husada Tbk,
the Jakarta Stock Exchange listed company, in which we hold
a majority stake of 98.60%. The changes were made on the
initiative of local management

All by-laws and regulations for the Executive Board, Supenvisory
Board and the various Supervisory Board committees as.a
consequence of the introduction of the Cede have been posted
on the company website. Each Supervisory Board member
signed a letter of engagement addressing his duties and
commitments to the Board, the company and its stakeholders.
The Supenvisory Board also adopted new regulations in regard
to the prevention of insider trading in Numico securities
following the introduction of the Market Abuse Act in the
Netherlands on 1 October 2005.

The Supervisory Board used its meeting in January 2005 to
evaluate its own functioning. The basis for the discussion was
a report of Spencer Stuart containing the results of individual
interviews with not only the Supervisory Board members but
also the Executive Board members in respect to the functioning
of the individual members and of the Supervisory Board as

a whole. The report was used as a good guidance to further
improve the functioning of our Board.

Composition of the Supervisory Board
At the end of 2005 the Supervisory Board consisted of
seven members.

Board members are appointed by the General Meeting of
Shareholders on proposal of the Supervisory Board based
on a recommendation of the nomination committee. During
the General Meeting of Shareholders on 11 May 2005, two
new members were appointed, Marco Fossati (effective date
23 June 2005) and Steven Schuit.

During the General Meeting of Shareholders 20086, two
members will resign due to the expiration of their term of
office, Emiel van Veen and Rob Zwarlendijk.

We believe that the compasition of the Supervisory Board
is of such nature that its members can act critically and
independently of one another and of the Executive Board

and are iree of any particular.interests within.the framework—

of its profile. Other than Steven Schuit and Emiel van Veen all
members are independent according to the Code. As of the
General Meeting of Shareholders 2006, we will comply with
provision IL2.1 of the Code.

Camposition of the Executive Board

As a result of the introduction of the Code, the Executive
Board voluntarily agreed with the Supervisory Board to comply
with best practice provision I1.1.1. and to accept appointments
for a maximum term of four years. Therefore last year three
members of the Executive Board were nominated for
re-appointment for a term of four years. At the meeting of
11 May 2005, Chris Britton (Baby Food), Rudy Mareel (Clinical
Nutrition) and Niraj Mehra {Operations) were all re-appointed.

Al the General Meeting of Shareholders on 3 May 2006 Mark
Wilson will be nominated for appointment to the Executive
Board. Mark Wilson has responsibility for the newly acquired
business of EAC Nutrition (Dumex) in Asiz and he will manage
this business from a regional office in Singapore. All the
provisions of his employment agreement comply with the
Dutch Code. More details will be published with the agenda
for the Shareholders' meeting.

The remuneration of the members of the Executive Board is
fully disclosed on pages 79 - 85,

The Supervisory Board evaluated the functioning of the

individual members of the Executive Board as well as its
{unclioning as a team. The oufcome was discussed with
the members individually.

Meetings of the Supervisory Board

We met as a Supervisory Board ten times in 2005, much
more than the anticipated six meetings per year, mainly
caused by our involvement in expansion activities. Only one
meeting was not attended by all members. We held one
meeting in the absence of the Executive Board members
to discuss their performance. One of the meetings was
completely dedicated to the strategy of the company, during
which the competitive landscape and different growth
scenarios were discussed in detail.

Special meetings were convened to discuss the acquisitions of
the baby food activities of Mellin Sp.A in ltaly and EAC Nutrition
in Asia. The acquisitions were well received by investors as

a further indication that the company’s focused high-growth
and high-margin strategy is being consistently executed.
The financing structure of the acquisitions allowed us to retum
to a positive equity of more than € 600 million at year-end.
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Remuneration report

For full details of the remuneration of the Executive Board
members and Supervisory Board members for the financial year
that ended 31 December 2005 as well as the overview of

2005 share-based remuneration, please refer to page 79.

Remuneration policy

Introduction

In accordance with the Articles of Association, the remuneration
of the Executive Board members is the responsibility of the
Supervisory Board as a whole. Resolutions on remuneration
recommended by the remuneration committee and adopted
by the Supervisory Board should be in line with the remuneration
policy {including equity-based compensation) for Executive
Board members as adopted by the General Meeting of
Shareholders. The remuneration committee used external
advice from Hewitt, Bagon & Woodrow, United Kingdom.

The following is a summary of our remuneration policy as
adopted by the General Meeting of Shareholders in 2004.
It takes into account the best practice recommendations of
the Dutch Corporate Governance Code. The remuneration
policy complies with the best practice provisions 2.1 - 1128
of the Cade, as explained in this remuneration report and in
our corporate govemance siaternent (page 36).

The members of the Executive Board are appointed for

a four-year term, For details see the Corporate Governance
statement in this Annual Report on page 36. The minimum
compensation in the event of dismissal of an Executive Board
member is two years’ base salary for existing Executive Board
members and one year for newly io be appointed Executive
Board members. Change of centrol clauses which apply for

a limited period of five years contain severance payments of
two to three years’ base satary and bonus.

The remuneration paolicy is available on the company's website.

Statement

To achieve qur objective of being a high-growth, high-margin
specialised nutrition company it is essential that our executive
remuneration programmes reward the Executive Board
members for achieving stretch targets for short- and long-
term performance, including out-performance relative to our
peer gioup.

tn order to achieve this, we provide a competitive basic
package but with the opportunity to achieve significant
rewards if the company continues to consistently outperform
versus a very challenging peer group, reflected in further
growth in shareholder value.

For senior managers we have installed a similar approach
as adopted for the Executive Board, This will engender

a performance-driven culiure, reflecting the company's
ambitions and its position in the intemational market

Strategy

The Supervisory Board has adopted a transparent remuneration
strategy for the Executive Board that is aligned with the
company's business strategy_to seek profitable growth —
and it contains performance-related short- and long-term
incentives,-The approach which the remuneration commitiee
has recommended is to target base salary at the median of
the remuneration peer group, and to provide bonus and
longer-term incentive opportunity such thaf in due course,
upper quartile rewards could arise but only if upper-decite
company performance is achieved over the next years. =
This means that the entire package is highly leveraged

to future performance.

The remuneration peer group consists of the following
companies in the FMCG/Food and Pharmaceutical/
Healthcare sectors:

Abbott Laboratories Fresenius
Akzo Nobel HJ Heinz
Bristol Myers Squibb Heineken
Cadbury Schweppes Kellogg Co

Novo Nordisk
Reckitt Benckiser

Camphbell Soup Company
Colgate Palmolive
Danone

Remuneration elements

The remuneration of the Executive Beard members currently
comprises the following elements: base salary, annual cash bonus,
stock options, performance shares and pension arrangements.

In order to assess the competitiveness of the remuneration

packages it is necessary to consider these elements in relation
to the remuneration peer group and to our aspiration to target

base salary at the median of the remuneration peer group,
and to provide bonus and longer-term incentive opportunity
such that in due course, upper quartile rewards could arise

but only if upper-decile company performance is achieved over

the next years. Accordingly, our advisers were asked to carry
out a benchmarking exercise and to make recommendations

on suitable levels of remuneration based on their findings. These

have been adopted and are described in further detail below.

The component of base salary is fixed, whereas the components

of bonus, stock options and performance shares are variable.
The company considers variable compensation an imporiant
part of the remuneration package of Executive Board members.
The benus targets and performance criteria reflect the key
drivers for value creation and medium- to long-term growth
in shareholder value. Therefore, a considerable part of the
total compensation consists of variable compensation which
depends on meeting challenging performance criteria over

a number of years.

Base salary
The base salary policy for Executive Board members is to
position base salaries at the median of the peer group.

Mo changes. will be made for. 2006 base salary. For-detalls, -

please refer to page 80 of this Report.

Annual bonus (short-term incentive) 2005

The members of the Executive Board are efigible 1o participate
in a short-term incentive programme that provides an annual
bonus for the achievement of predetermined targets of

the preceding financial year. For details, refer to page 80
of this Report The current bonus scheme applicable to the
Executive Board members is based on quantitative targets,
EBITA, sales and free cash flow (70%) and individual
qualitative targets (30%). The quantitative criteria reflect the
financial parameters that the Supervisory Board consider to
be the most critical annual measures to enable the business
to achieve the goal of being a high-growth high-margin
specialised nutrition company.

The qualitative targets for the Executive Board require prior
approval from the Supervisory Board, and the targets for the
CEO are set by the Supervisory Beard on the recommendation
of the remuneration committee.

Achievement against the quantitative iargets will be assessed
following the end of the financial year and on the basis of
audited results. Achievement against qualitative targets will
be assessed on the basis of a scorecard.

Annual bonus (shor-term incentive) 2006

Annual bonus represenis one element of the variable
compensation part of the remuneration package. Analysis

of the current bonus systems and parameters indicate that
compared {0 the remuneration peer group, bonus targets are
more and more linked towards quantitative {argets only.

Therefore, for 2006, the Supervisory Board has resolved
that 100% of the bonus payout will depend on quantitative
targets only. The individual qualilative targets will be used to
differentiate in the grants within our Long Term Incentive plans.

Stock options and performance shares (long-term incentive}
No changes will be made in 2006 to the 2005 stock option
ptan. Annual share options and performance-related shares
are granted up to a maximum of 1.5% of the issued share
capital. The term of the stock option plan is eight years,
with a three year vesting period. For details, please refer to
page 84 of this Report.

All stock options become exercisable if the company is
ranked in the upper decile relative to the comparator group.
A TSR position between the median and the upper decile will
trigger vesting of part of the stock options on a sliding scale
between the two poaints, accerding te the following scheme.
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Consolidated income statement

Consolidated statement of
recognised income and expense ) S

€ million 2005 2004 € million 2005 2004
Sales'” 1,988 1722 Income {ax rate adjusiments - 5
Other revenues? 20 19 Cash flow hedges fair value losses (net of tax) @ 8)
Total revenues 2,008 1,741  Actuarial losses defined benefit plans (net of tax) (11) (4
Exchange rate differences 20 . (17) ,
Expenses Net income/{expense) recognised directly in equity™ 7 (24) |
Cost of raw materials and consumables. - - - -(614)—..-— — __(497)..—Profit-for the year - Y ¥ T T T~ SO
Movement in siocks of finished and semi-finished products (8) 8  Total recognised income for the year 208 94 ,
Personnel costs? (432) (405)
Other operating costs* (587) (503) Attributable to:
Depreciation of property, plant and equipment® (25) 31) Equity holders 204 g2
Impairment of property, plant and equipment®® — _(1I0)  Minority interest 4 2
Amortisation of intangible assets® 4]4)] {5} 208 94 ,
Other income® 28 6 ,
. '(1,648) (1,437
Qperating profit' 360 304
Finance costs® (91) (1)
Other financial income® 30 19
Share in profit of joint venture 3 4
Profit before tax 302 216
Income tax expense’ (101) (98)
Profit for the year 201 118
Attributable to:
Equity holders™ 198 113
Minority interest™® 3 5
201 118
Earnings per share®
Basic eamings per share (€) 1.15 068
Diluted earnings per share (€) 1.1 067
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Consolidated cash flow statement*

€ million o . S 2005 2004 -
Operating profit 360 304
Adjustments for: )

Depreciation of property, plant and equipment 32 33
Impairment of property, plant and equipment — 10
Amortisation of intangible assets 10 5
Stock option costs 11 5
Movement in provisions {11) 5}
Net change in working capital (23) (63)
Other -« - —oc— — - . —_————— e m——— . e - - ——— e — ——)-
Cash generated from operations 379 2908
Interest received 14 20
Interest paid (75) (85)
Income tax paid (56) {(39)
Cash flow from operating activities 262 214
Investing activities

Proceeds of sale of property, plant and equipment 17 2
Capital expenditures (100) (124)
Acquisitions — business combinations (198) —
Acquisitions — increase of shareholdings (95) -
Proceeds of divestments 16 14
Dividends received - 1
Long-term loans receivable from third parties (5) -
Loan repayments received from third parties - 4 7
Cash flow from investing activities (361) {100)
Financing activities

Issued shares for financing of purchase price EAC Nutrition 541 —
Proceeds other issued shares — stock options 9 —
Repurchase of shares by subsidiaries (6) —
Issued convertible debenture loans 2 1
Redemption/repurchase of corwertible debenture loans (627) (503)
Issued senior notes (US private placement) 508 —
Issued commercial paper 31 —
Use of credit facility 1,495 230 -
Redemption of credit facility (635) —
Dividends paid to minority shareholders (5) )
Cash flow from financing activities 1,313 (274)
Exchange rate differences on cash, cash equivalenis and bank overdrafts (8) ©@23)
Change in cash, cash equivalents and bank overdrafts 1,206 (183)
Cash, cash equivalents and bank overdrafts 1 January 220 403
Cash, cash equivalents and bank overdrafts 31 December 1,426 220
Bank overdrafts N —
Cash and cash equivalents 31 December 1457 220
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————

recognised as goodwill. Goodwili on the acquisition of foreign subsidiaries is recorded in local cumency and
is translated at the closing rate. Any resulting exchange rate differences are recognised directly in equity.

Transactions with minority interests '

The company applies a policy of treating transactions with minority interests as transactions with external
parties. Disposals of shares in minority interests held by the company result in gains or losses for the
company that are recognised in the income statement Purchases of shares from minority interests can
result in goodwill, being the difference between any consideration paid and the relevant share acquired
of the carrying amount of the net assets of the subsidiary,

.Segment reporting . . o N o ..
The company's primary segment information is based on the segmentation of business into the Baby
Food and Clinical Nutrition divisions. Each segment contains assets and operations that are subject to

risks and returns, distinct to the segment Costs reported in the Baby Food and Clinical Nutrition divisions
are primarily costs directly attributable to those segmenis. Non-allocated income and expenses are
shown as a separate segment and contain corporate overhead and corporate project expenses.

Secondary segment reporting is based on geographical segmentation. Each geographical segment has
its own set of particular economic risks and returns.

Segment reporiing reflects the group’s management and internal reporting structure.

Foreign currency translation

Functional and presentation currency

ltemms inctuded in the financial statements of each of the company's subsidiaries are measured using
the currency of the primary economic environment in which these subsidiaries operate {'the functional
currency’). The consolidated financial statements are presented in euro, which is the company's functional
and presentation currency.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the date of transaction. Foreign exchange gains and losses resulting from the settlernent
of such transactions and from the transiation of monetary assets and liabilities denominated in foreign
currencies at year-end exchange rates are recognised in the income statement under ‘Other financial
income and expense’. Foreign exchange gains and losses on financial assets and liabilities that are
qualified as hedge instruments in cash flow hedges are recognised directly in equity.

Entities within the group that have a functional currency different from the presentation currency are
translated into the presentation currency as follows:

> assets and liabilities are transiated at the closing rate at the balance sheet date;
> income statements are translated at average exchange rates and;
> resulting differences are recognised as ‘Exchange rate differences’ directly in equity.

When a foreign operation is sold such realised translation differences are recognised in the income
staternent together with deferred gains and losses from net investment hedges as part of ‘Other income’.

Intangible assets

Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair vatue of the net identifiable
assets acquired. Goodwill on acquisitions of joint ventures is included in ‘trvestments in joint ventures'.
Goodwill is carried at cost less any accumulated impairment losses and is tested for impairment on an
annual basis or whenever events or changes in circumstances indicate that the carrying amount may
not be recoverable.

“costs less any accumulated impairment losses if they are considered to'have an‘indefinite useful life. ~ -

Brands, patents and licences
Acquired brands, patents and licences are capitalised at historical cost including any directly attributable

In-case of finite lives, they are capitalised at historical costs less accumulated amortisation on-a
straight-tine basis, over the estimated useful life and less accumulated impairment losses, if any.
Research and development )

Expenditure on research activities is recognised in the income statement as an expense when incurred.
Expenditure on development activities is capitalised if the product or process is commercially and
technically feasible, it will generate future economic benefits, and when the expenditure can be measured
reliably. Other development costs are recognised as an expense when incurred. Development costs - -
recognised as an expense in a period are never capitalised in a later period. Capitalised development
expenditure includes costs of materials, direct labour, and an appropriate proportion of overhead.

Capitalised development expenditure is carried at cost less accumulated amortisation calculated on
a straight-line basis over the estimated useful life (3-b years) and accumulated impairment losses,
if any. Amortisation of development costs starts from the date the asset is ready for use.

Software

Expenditure for software licences and project costs is capitalised on the basis of the costs incurred to
acquire and bring to use the specific software. Software is carried at cost less accumulated amortisation,
calculated on a straight-line basis over their estimated useful life (3-4 years), and impairment losses,

if any.

Property, plant and equipment
Property, plant and equipment are carried at cost less accumulated depreciation and accumulated
impairment losses, if applicable. Land is not subject to depreciation.

Government grants received for the purchase of assets are recognised as negative additions, thereby
lowering the net amount capitalised and lowering future depreciation charges.

Depreciation is calculated using the straight-line method over the estimated useful life (2-50 years)
taking into account the residual value. At each balance sheet date both the residual value and useful
life are reviewed and adjusted if required,

Property, plant and equipment under construction are not subject to depreciation. After completion
of any project the assets are reclassified to the appropriate categories. Depreciation starts from that
date onwards. ~

Assets acquired under long-term finance lease contracts are capitalised and depreciated in accordance
with the company’s policy on property, plant and equipment

Profits and losses arising on the sate or withdrawal of property, plant and equipment are recognised in
the income statement in the year the disposal took place.

Maintenance and borrowing costs related to property, plant and equipment are recognised in the
income statement and are allocated to the peried to which they relate.

Impairment of assets

Assets with an indefinite useful life (such as goodwill and certain brands) are not subject to amortisation
but are tested for impairment annually or whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable. Assets including those that are subject to amortisation
are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount may nct be recoverable.
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The fai value uf the liability component of a convertible bond is determined using a market interest rate
for an equivalent non-convertible bond. This amount is recognised as a liability on an amortised cost basis
unitit extinguished on conversion or inaturity of the bond, The remainder of the proceeds is ailocated to
the conversion option. This corversicn option is recognised directly in equity, net of tax.

Employee benefits

The company operates various pension schemes. The schemes are generally funded through payments
to insurance companies, determined by periodic actuarial calculations. The company has both defined
benefit and defined contribution plans.

Defined benefit plans

A defined benefit plan is a pension plan that defines an amotunt of pension benefit that an employee
will receive upon retirement, usually dependent on one or more factors such as age, years of service
and compensation. - - e ) —te Tt T

The liability recognised in the balance sheet in respect of defined benefit pension plans is the present
value of the defined benefit obligation at the balance sheet date less the fair value of plan assets,
together with adjustments for past service costs. The defined benefit obligation is calculated annually by
independent actuaries using the projected unit credit method. The present value of the defined benefit
obligation is determined by discounting the estimated future cash outflows using interest rates of high
quality corporate bonds that are denominated in the currency in which the benefits will be paid, and that
have terms to maturity approximating the terms of the related pension liability.

In 2004 the company early adopted the amendment to 1AS 19 — Employee Benefits, with regard to the
recognition directly in equity of actuarial gains and losses. As a result, all actuarial gains and losses arising
ﬁ . from experience adjustments and changes in actuarial assumptions are recognised directly in equity.

’
i
]

m Past service costs are recognised immediately in the income statement unless changes to the pension
plan are conditional on employees remaining in service for a specified period of time (the vesting period).
I Inthis case, past service costs are amortised on a straight-ine basis over the vesting period.

All components that form part of the periodic pension cost, such as interest costs, service costs and
expected returns on plan assets have been included as part of personnel costs in the operating result

Defined contribution plan

A defined contribution plan is a pension plan under which the company pays fixed contributions to pension
insurance plans and has no further obligations once the contributions have been paid, The contributions
_ are recognised as an expense when they are due.

- Other post-employment benefits
In some countries, in accordance with local practice, the company provides post-employment benefits
other than pensions, for example payment of medical expenses, and life insurances. The basic principles
are similar to those given for long-term unfunded defined benefit plans.

Other long-term employee benefits

Other long-term employee benefits are those benefits that arise as part of the remuneration package

of employees, for example jubilee, disability, sabbatical, severance and medical insurance schemes.

. These plans qualify as defined benefit plans. All actuarial gains and losses on other long-term employee
benefit plans are recognised immediately in the income statement

The amount recognised as a liability for other long-term employee benefits contains the present value
of the defined benefit obligation less the fair value of the plan assets.

. Share-based payment
The company operates an equity-settfed share-based compensation plan. On a yearly basis the company
provides stock options and performance shares o senior management. New shares will be issued for
these share-based payments.

The company recognises the fair value of its equity-settled, share-based payments (including Stock
Appreciation Rights) to personnel costs in the income statement over the vesting period, and recognises
an opposite amount directly-in equity, net of-tax. The proceeds received at the moment of exercise are
credited {o share capital and share premium, net of fransaction costs,

The fair value of the company's share-based payments schemes is calculated using the Monte Carlo
simulation model.

Market and non-market vesting conditions are included in assumptions regarding the number of stock
options that are expected to become exercisable and the number of performance shares that are
expected to be issued, At each balance sheet date, the number of both stock options and performance
shares are reviewed and revised if applicable. Only the impact of revising the original estimates regarding
the non-market conditions is recognised in the income statement, with a corresponding adjustment
directlyinequity, - —— -~~~ T 7 T T -

Provisions

Provisions are recognised when a present legal or constructive obligation exists as a result of a past
event; when it is probable that an outflow of resources embodying economic benefits will be required
to settle the obligation; and when a reliable estimate can be made of the amount of the abligation.

Obligations arising from restructuring plans are recognised when detailed formal plans have been
established and communicated before the balance sheet date; and when there is a valid expectation
that such plans will be carried out

Provisions are discounied to the extent that they are long-term in nature.

Accounting for derivatives and hedges
Recognition and measurement
Derivatives are initially recognised at fair value and are subsequently remeasured at their fair value.

Classification

Long-term derivative financial instruments receivable are presented under 'Derivative financial instruments’
{non-current assets}), except for maturities within 12 months and derivatives that do not qualify for
hedge accounting. These are classified as ‘Derivative financial instruments' (current assets}. Long-term
derivative financial instruments payable are presented under 'Derivative financial instruments' {non-
current liabilities), except for those with maturities within 12 months. These are classified as ‘Derivative

financial instruments' (current liabilities).

Hedge accounting

The method of recognising any resulting gain or loss depends on whether the derivative is designated
as a hedge instrument, and if so, the nature of the item being hedged. At the inception of the transaction
the company documents the relationship between hedge instruments and hedged items, as well as its
risk management objectives and strategy for undertaking various hedge transactions. The company also
documents both at hedge inception and on an ongoing basis its assessments of whether the derivatives
used in hedge transactions are highly effective in offsetting changes in fair values or cash flows of
hedged items.

The company uses two types of hedge accounting:

Fair value hedging

The comparny hedges its currency positions with respect to borrowings with currency swaps. Changes
in the fair value of derivatives that are designated and qualify as fair value hedges are recognised in the
income statement, together with any changes in the fair value of hedged liabilities that are attributable
{o the hedged risk.
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Il Financial risk management

' General
*  Financial risks are primarily managed by the company's treasury department under the supervision of the
Chief Financial Officer.

Foreign exchange risk
. The company operates internationally and is exposed to foreign exchange risk primarity with respect to
the pound sterling, East European currencies and the Indonesian rupiah, In 2005, countries E;: these
+ - functional currencies represent 17%, 11%-and 8% respectively of total sales: - - - o

IV Critical fair value and accounting estimates

Estimates and judgements are continuously evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the circumstances.

Fair value estimates

The fair value of financial instruments traded in active markets is based on quoted market prices at the
balance sheet date. For the determination of the fair values of derivatives and financial instruments, the
company has used discounted modeis cm_:m mmmc:._E_o:m ﬁ:mﬁ are Bm_:_< hased an Sm}mﬁ oo:n_;_o:m
at the balance sheet date, T A - :

-+ —Entities in the group-use-forward- contracts transacted with corporate treasury-to hedge their- exposure —— ~The company uses-actuarial techniques-to make a reliable-estimate of-the amount or-benefit-that -—— ———

to foreign currency risk in connection with their base currency.

Corporate treasury is responsibfe for hedging the foreign currency position externally by using currency
barrowings, swaps and forwards.

Interest rate risk

The company manages its interest rate risk exposure by using fixed interest rates on tong-term debt and
. interest rate swaps. In 2005 between 65%-95% of the interest expenses were fixed, which is in line

with the company policy requiring fixed rates for mere than 60% of the debt portfolio.

Liquidity risk

. The company's positive cash flow over the last years has significantly improved its liquidity risk profile.
During 2005 the company successfully diversified its debt portfolio, through the issuance of two US
private placements and a commercial paper programme and the replacement of the previous credit
facility with a new one. The revised debt structure offers more favourable terms to the company and

. has resulted in an extension of the maturity profile.

Credit risk

The company has no significant concentrations of credit risk. The company has policies in place to
ensure that sales of products are made to customers with an appropriate credit history. Cash is kept
and financial fransactions are concluded with financial institutions with strong credit ratings.

v Commodity risk
The company's exposure to commodity price risk is limited. To mitigate the risks caused by the volatility
of certain raw materials prices, the company includes price agreements in its purchase contracts. The
company does not use instruments such as commadity futures and options to mitigate these risks.

employees have earned in return for their service in the current and prior periods. Actuarial assumptions
used are of a demographic and financial nature.

The fair value of any plan assets is based on market prices. When no market price is available, the fair
value is estimated using discounted cash flows.

Accounting estimates and assumptions
The company makes estimates and assumptions concerning the future. The resulting accounting
estimates wilt seldom equal the related actual results.

Estimates and assumptions in respect of the recognition and impairment of gaodwill and brands relate
io the future cash flows of the cash generating units. Determining cash flows reguires the use of
judgements and estimates that have been included in the company’s strategic plans and long-range
forecasts. The data necessary for the execution of the impairment tests is based on management’s
estimates of future cash flows, which require estimating revenue growth rates and profit margins.

To determine the costs associated with the equity-settled, share-based payment plan, estimates and
assumptions are made in respect of the fair value and the number of stock options and perfoermance
shares that are expected to vest. These estimates and assumptions relate primarily to the expected
exit rate of the employees involved and, for performance shares, the extent to which the performance
criteria are expected to be met. These estimates and assumptions are reviewed on an annual basis and
if necessary, revised.

The group is subject to income taxes in various jurisdictions. Significant judgement is reguired in
determining the worldwide provision for income tax and the valuation of deferred income tax assets.
There are many transactions and calculations for which the ultimate tax determination is uncertain
during the ordinary course of business, Where the final tax outcome of these matters is different from
the armounts that were initially recognised, this will impact the income tax position and deferred income
tax assets and liabilities in the applicable period.
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Incorne statement 2004 € million Baby Food Clinical Nutrition Other Non-allocated Total
Sales 1115 802 b . — 1722
Other revenues 15 4 - 19
Total revenues 1,130 606 5 - 1,741
Expenses (911) (434) (7 (39 (1351)
Depreciation and amortisation (D)) )] — (5) (36)
Impairment of property, plant and equipment (0) - — - (10)
Segment result 187 163 @ (44) 304
Share in profit of joint venture - 4 — - 4
-Finance costs—— - -——-—- moemm e s s ctm— s T T T T T T T T - - T TmTTTe e T T any - —
Cther financial income 19
Income tax expense (38)
Profit for the year 118
Assets and liabilities 31 December 2004 € million Baby Food Clinical Nutrition Cther Non-allocated Total
Segment assets 566 297 — 726 1514
Segment liabilities 239 85 1 1474 1,799
Other segmentation items:

Capital expenditures (additions and acquisitions through business combinations)

- Intangible assets B5 — — - 65
— Property, plant and equipment 58 12 - 19 89

Notes:

- Segment assets consist primarily of intangible assets, property, plant and equipment, inventories and trade and other receivables
= Segment liabilities consist primarily of provisions and trade and other payables

- Non-aflocated assats primarily include cash and deferred income tax, non-aflocated liabilities primanly include borrowings
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2. Other revenues

_ £ miltion

i
i
.
—p— = DAY L

5. Other income

- . 2005 ___._ 2G04 Qther.income. primartly.includes. the receipt of contingent assets amounting-to € 25-million-(2004:— - —

|
|

,

Services invoiced to third .nmamm 9 14 €2 million} primarily related to the US activities divested in prior years and an amount of € 3 million
ﬂ Royalties and commissions _ 7 (2004: € 4 million) with regard to government grants, mainly related to activities in the area of research
| Other T 4  and development
20 19 6. Finance costs and other financial income
3. Personnet costs . € million 2005 2004
€ million. .. ) ] - 2005 - . --9004- Interest .mxtm:mmm ) o o
| Wages and salaries (313) (308) - Mw ﬂ:_,..mﬁm placernent wm.v :Mu
——Pension costs e s — — (19 Govlulﬁmmnlamww .ilm_ nmw.mn — e e — — .inﬁw||
Stock option costs () G _ommea il —
Social security costs (46) (43) - Oo:<m.;&_m loans (40) 80)
Dther personnel costs @3) 59 = Other interest expenses (N (4)
@32) {405) Derivatives 3) (6)
: _ — Other @ @
With d to th k opti ts, pl fer to note 28 'R tion'.
: ith regard to the stock option costs, please refer to note 28 ‘Remuneration Finance costs @ a1
. Breakdown pension costs
t € million 2005 2004  Interest income 22 17
! Defined cantribution plans 12) (12)  Foreign exchange gains and losses 8 2
Current service costs 4) (4) Other financial income 30 19
i Interest costs an (8) Net finance costs (61) (92)
Expected return on plan assets 7 4
Settlement and curtailment 1 —  Netinterest result (interest expenses less interest income) amounts o € (64) million (2004: € (85) milion).
19) (20) The interest expense of € (7) million refates to the senior notes issued through private placements in
the US in June and December 2005. The interest expense of € (1) million relates to commercial paper
4. Other operating costs of € 31 million issued in October and Novernber 2005,
€ million 2005 oopa  Other costs of € (2) million (2004: € (3) n) mainly comprise amortised fees relating to the previous
Advertising and promotion costs (209) {180} credit facilty
General and administrative costs (378) (323)
(587) {503)
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9. Intangible assets

€ million. - - - : : Goodwill Brands Development costs ~ Software Total
1 January 2004

Costs 33 e — 18 60
Accumulated amortisation and impairment — - — {4) (4)
Carrying amount 33 9 — 14 56

2004 movements in carrying amount

Additions 8 57 — — .. 65
Amortisation — (1) - 4) (5)
Reclassifications j o o - - = = C9.._._ .. . -~ @9 .__
“Exchange rate differences ) — — = 2
Total movements 6 56 - 5 67

i

31 December 2004

Costs 39 66 - 27 132
Accumulated amortisation and impairment — () - (8) )]
Carrying amount 39 65 - 19 123

2005 movements in carrying amount

Business combinations 185 349 — —_— 534
Additions 93 — 7 15 15
Amortisation — @) — (8) [{);
Reclassifications — — — 1 1

Exchange rate differences 4 — - — 4
Total movements 282 347 7 8 644

31 December 20056

Costs . 3N 415 7 42 785
Accumulated amortisation and impairment — [€)] — (1%) (18)
Carrying amount 3 412 7 27 767
Amortisation period in years 0 0-15 3-5 3-4

The € 57 million addition to brands in 2004 relates to the purchase of Tutteli and Muksu (Finland). Business combinations for goodwill and brands in 2005 relate to the acquisition of Mellin Sp.A, on 23 June 2005.
With regard to the purchase price allocation, the company made use of an external specialist For impairment testing purposes, brands are included in the cash generating unit (CGUY) in which their legal ownership resides.

Certain brands (with a carrying value at 31 December 2005 of € 406 million) are considered to have an indefinite useful life due to the stability of the industry and markets in which the assets are deployed, the

continuous technical, technological and commercial maintenance of the assets, and the resulting long-term usage. The company’s brands are well known in the market and there is no intention of abandoning
them.

The remaining brands {with a carrying value at 31 December 2005 of € 6 million) have a finite life and are amortised over an estimated useful! life of 15 years.
The additions to goodwill in 2005 comprise the purchase of additional shares in PT Sart Husada Tbk in July and August and the increase of the estimated exercise price of the option on shares in Nutricia Poland BV,

For our impairment review purposes, all goodwill is allocated to the applicable CGUs. Of the total goodwill balance of € 321 million, an amount of € 100 million was allocated to Baby Food Western European
supply points, € 85 million to Meliin S.p.A, € 50 million to PT Sari Husada Tbk, € 37 million to Nutricia Poland B.V. and € 9 million to cther CGUs.

The recoverable amount of a CGU is determined based on value-in-use calculations using the discounted cash flow model. These calculations use cash flow projections based on financial budgets covering a five
to ten year period. The value beyond the five to ten year period is determined using a sector specific mulliple or a terminal growth rate. The budgeted operating result is based on past performance, expected
synergies and an expectation for market development The discount rates used in the CGU valuations vary from 7% to 10% to reflect specific risks relating to the relevant products or geographical segments.
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R — _—— ————— .

The depreciation charges in the income statement are detailed as foilows:

€ million ‘ S .. - - ._2005 . .2004 . - -
Depreciation property, plant and equipment ] {32) (33}
Profit on disposals of assets 7 2

. (25) (31)

The transfer to-non-current assets classified as held for sale comprises assets from certain plants included in the Baby Food division's project Focus
(announced in 2003) as well as the company’s former headquarters in Zoetermeer, the Netherlands.

The € 10 million impairment charge in 2004.is based on the fair value less cost to sell of the assets and relates {o the company’s decision to stop
preduction of baby food in China following a strategic recrientation of activities in this market.

None of the property, n_mmlq.: and chﬁamR is Em@mmm orresticted.
11. Investment in joint venture
The company has a 42.5% interest in a joini venture called Home Therapie Management GmbH (HTMa'}, a home care organisation in Germany.

This joint venture is valued using the equity method. The following amounts represent the 42.5% share of the assets, liabililies, income and expenses
of the joint venture:

€ million 31 December 2004

Batance sheet

Current assets 10

‘Long-term assets 11

Current liabilities 11

Long-term liabilities 7
2004

Income statement

Income 27

Expenses 25

HTMa's 2005 financial statements were not available at the time of this Annual Report.

As part of the transition to IFRS the company recognised a liability related to an-option on the shares in the joint veniure. This option is embedded
in the joint venture agreement between the company and the relevant partner, There are no contingent liabilities or capital commitments relating to
the company’s interest in the joint venture.
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.Effectively 1-July 2004, a substantial-part of-the-European business operations was transferred to the Netherlands. The centralisation of these™

13. Deferred income tax assets and liabilities

- - - - - - - : © - - “31 December 31 December

€ million 2005 2004
Deferred income tax assets 362 374
Deferred income tax liabilities (181) (58)
181 316

Measurement and recognition deferred income tax asset
To assess the value that can be attributed to the loss realised upon the liquidation of Numico USA, Inc, the company has made projections of the
estimated Dutch taxable results from 2006 to 2015. These projections are derived from the strategic plan 2005 through 2015.

operations in the Netherlands will continue to have a significant positive impact on the Dutch taxable results.

The company is confident that the calculations of both the liquidation loss and the period in which realisation is anticipated, form a sound basis for an
undiscounted full valuation of the liquidation loss.

The company has entered into discussions with the Dutch tax authorities on various matters with regard to its Dutch tax position, covering the years
up to and including 2004, These discussions include the matter of the liquidation loss as claimed in the company’s corporate income tax filing.
The company expects to come to a conclusion on these matters with the Dutch tax authorities by the end of 2006 or in the beginning of 2007.

The expected culcome of the discussions has been reflected in the (deferred) income tax position. Any different outcome might have a significant
effect on the (deferred) income tax position of the company. The company will annually re-assess the valuation of this position,

At year-end 2005 the deferred income tax asset amounted to € 362 million after a reduction of € 10 million follewing the decrease in Dutch
corporate income tax rates from 31.6% in 2005 to 29.6% in 2006 and to 29.1% in 2007 as enacted in December 2005.

The following net amounts (amounts are offset when a legal right to offset exists), are shown in the consolidated balance sheet:

Movemnent deferred income tax Deferred income Deferred income Deferred income Deferred income
€ million tax assets 2005 tax liabilities 2005 tax assets 2004 tax liabilities 2004
Balance 1 January 2005 374 (58) 403 (53)
Business combinations - (122) — -
Recognised in the income statement (11) — 9 5)
Recognised directly in equity ] - 4 —
Meovement in tax rates 10) - (43) -
Exchange rate differences - (1) 1 —
Balance 31 December 2005 362 {(181) 374 (58)

Of the amount of € (11) million recognised in the income statement in 2005 € 3 million relates to goodwill and property, plant and equipment,
€ 1 mithion to inventories, € 4 million to provisions, € (21) million to tax loss carry forwards and € 2 million to other.
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14. Derivative financial instruments

31 December 2005

31 December 2004

€ mill _ . Assets _ Liabilities - Assets- Liabilities

Non-current

Interest rate cash flow hedges -_ 13 - 18

Other derivative instruments 9 - - —
9 13 - 18

Current

Currency cash flow hedges 2 1 1 —

' 2 1 1 -_

- -Forward contracts (currency cash flow hedges)

At 31 December 2005, forward contracts of € 96 million (nofional amounts) were outstanding primarily in respect of the sale of pounds sterling,
Czech korunas, Polish zlotys and US doltars, In addition, forward contracts of € 28 million {notional amounts) were outstanding mainly relating fo

buying pounds sterling, Australian doflars and Swiss francs. The forward contracts outstanding have a net fair value of € 1 million consisting of
a € 2 million receivable and a € 1 million payable. In 2004 total cutstanding forward contracts amounted to € 129 million (notional amount) mainly

relating to selling pounds sterling. These contracts had a positive fair value of € 1 million.

Interest rate swap

At 31 December 2005, the interest rate swap (July 2005-QOctober 2007) of € 400 million nominal had a fair value of € (13} million (2004:
€ (18) million}. During November and December 2005 the interest rate swap was ineffective and as a result the fair value change of € t million

positive during that period has been recognised in the income statement,

Cross-currency interest rate swaps

At 31 December 2005 the fair value of the outstanding cross-currency interest rate swaps was € 9 million (2004: € nil). These derivatives are
designated as hedge instruments for and have a duration similar to the US private placement and related interest payments.

The cross-currency interest rate swaps executed in June 2005 had a fair value of € 10 million at 31 December 2005. This fair value comprises
a currency element of € 17 million and an interest element of € (7) million. The fair value changes of the currency element are recognised in the

income statement. The fair value changes in the interest element are recognised directly in equity.

The cross-currency interest rate swaps executed in December 2005 had a fair <w_cm of € (0.4) million at 31 December 2005. This fair value comprises

a currency element of € (0.4)
in the income statement

For these derivatives, hedge accounting has been applied.

n and an interest element of nil. The fair value changes in both the currency and interest element ase recognised
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-

- - ’ - i o Capitai'and
Currency Siock Convertible reserves

Share Share transtation options Revaluation Hedging bond Retained  aftributable to Minority Totat
€ million capital premium reserve reserve reserve reserve reserve earnings  equity holders interest equity
Balance 1 January 2004 42 1,027 - 1 29 (10) 18 (1,605) {398) 17 (381)
Stock option costs — - — 6 — — — - 6 — 6
Net result recognised directly in equity — — (14) - 2 (8) 3 (4) 21) (3} (24)
Profit for the year — — - — — — — 113 13 5 118
Repurchase of shares subsidiaries — — — — — — — )] @ 2 —
Dividends paid - - — — - — - - - o ® @
Redemption convertible’bond (net of tax)™ — = — — — — 31 31 — — —
Balance 31 December 2004 42 1,027 (14) 7 N (18) 90 (1,467) (302) 17 (285)
Stock option costs — — — 5 - — — 15 — 15
Net resulf recognised directly in equity — — 19 — — (2) - (1) 6 1 7
Issue of share capital - Mellin o 215 - — — - - [ 216 — 216
Issue of share capital - financing of
purchase price EAC Nutrition 4 546 - — — - - © 541 — 541
Issue of share capital ~ stock options — 9 - — - — — 9 — 9
Profit for the year — - — — - — — 198 198 3 201
Increase in ownership of subsidiaries - — — — — — - - — (4 (14)
Repurchase of shares subsidiaries - — - - — - — ) (%) (1) (5)
Dividends paid — - — — — — — - 4 [©)]
Redemption convertible bond {net of tax) — — — — - — (42) 43 1 — 1
Balance 31 December 2005 48 1,797 5 22 31 (20) 48 (1,251) 680 2 682

Cash flow hedge fair value losses of € (2) million in 2005 (2004: € (8) million) recognised directly in equity comprise an amount of € (9) million (2004: € (8) million) recognised directly in equity and € 7 milfion

(2004: € nil) transferred to the income statement. At 31 December 2005 and 31 December 2004 cumulative actuarial gains and losses recognised directly in equity amount to € (15) million and € (4) m

3_

respectively. Please refer to the consolidated statement of recognised income and expense on page 50. The currency translation reserve, revaluation reserve and an amount of € 7 million from retained earnings

{relating to capitalised development costs) are not distributable,

Please refer also to the notes on shareholders' equity in the parent company financial statements on page 95.
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US private placement

In June and December 2005 the company issued US senior notes through a private placement with 88_ notional amounts of US$ 548 3___5:
(€ 465 million) and € 60 million. The private placement contains the following senior notes:

Notional amounts

s Fair value

31 December 2005

(criginal currency millions) Period interest rate € miliions

Series A US$ 90 Jun 2005 - Jun 2012 470% 76
Series B US$ 85 Jun 2005 - Jun 2014 497% 72
Series C US$ 125 Jun 2005 - Jun 2015 5.02% 106

+  Series D €32 : Jun 2005 - Jun 2015 396% 32
Series B US$ 50 Jun 2005 - Jun 2017 5.12% 43
T~—SeresF-— —-€28 —- T T Jun 20056 - Jn 2017 ) 4.11% 28
357

Series A US$ 1075 Dec 2005 - Dec 2008 5.18% 9
Series B US$ 20 Dec 2005 — Dec 2009 5.26% 17
Series C US$ 705 Dec 2005 — Dec 2010 531% 60
168

525

The interest on the senior notes is paid on a semi-annual basis.

Financial covenants

The covenants of the new revolving credit facility and the US private placement are related fo the total net debt compared to EBITDA (leverage ratio)
and EBITDA compared to the net interest expenses. EBITDA and net interest expenses are calculated on the basis of a 12-month rolling average
and exclude the contribution of all divested businesses. The company operates comfortably within these covenants.

Specification of convertible debenture loans

Convertible debenture loan 2003: € million 2005 2004
Balance 1 January 283 273
Interest expenses 9 10
Balance 31 December 292 283

The nominal value of the 3.0% unsecured subardinated loan issued in July 2003 was € 345 million. The equity component at the date of issuance
was € 47 million {net of tax). The loan will mature on 11 July 2010 and will be convertible into ordinary shares issued by Royal Numico NV, ata
conversion price of € 21.50 per ordinary share. After 25 July 2008 Royal Numico N.V. is allowed to redeem the convertible debenture loan if the
quotation of the shares has been at least 150% of the prevailing conversion price during 30 consecutive days.

The unamortised interest was € 53 million at 31 December 2005 (2004: € 62 million). The fair value of the convertible debenture lvan amounted
to € 332 million at 31 December 2005 (2004: € 322 million) and is calculated using cash flows discounted at the borrowing rate of 3.64%

{2004: 39%).

Interest expense on this convertible debenture loan is calculated using the effective interest method by applying the effective interest rate of 6.7%
at 1 July 2003,

Converlible debenture loan 2000: € million 2005 2004
Balance 1 January 620 606
Interest expenses 7 14
Redemption (627) —

Balance 31 December

620
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—

Defined Other Other long-term Total defined
benefits  post-employment benefits benefit
;  Movement in defined benefit obligations € million plans - benefits plans- plans: obligations
, Balance 1 January 2004 198 3 3 204
i Current service cost 4 . - — 3
. Interest costs 8 — - 8
# Contributions by plan participants 1 — - 1
i Actuarial losses 8 - - 8
| Exchange rate differences 2 — - [0)]
I Benefits paid ()] — — 6)
| Balance 31 December 2004 21 3 3 217,
]
_w- " Balance 1 January 2005 21 3 3 217
| Current service cost 4 — — 4
i Interest costs 1" - — 11
' Contributions by plan participants 1 - - 1
i Actuarial losses 25 — - 25
. Exchange rate differences 2 — — 2
. Benefits paid (12) m 0] (15)
! Business combinations — 4 T = 4
! Curtailment ) — - (1)
;  Setflement ) [
|  Balance 31 December 2005 240 7 1 248
” Movement in plan assets € million 2005 2004
. Balance 1 January 2005 120 115
Expected return on plan assets 7 4
. Actuarial gains 1 1
Exchange rate differences 2 m
" Contributions by the employer 5 3
Contributions by pfan participants 1 1
' Settlement ) -
' Benefits paid [¢)] (3}
' Balance 31 December 2005 138 120

The average expected rate of return is based on the yields of long-term corporate bonds plus additional return for equity instruments based on
historical experience. The actual return on plan assets in 2005 was € 18 million (2004: € 5 million). The company's plan assets consist primarily

of listed shares and fixed-interest securities of which the allocation per major category of assets at 31 December 2006 is as follows:

Plan assets 2005 2004
Equity instruments 37% 34%
Debt instruments 63% 66%

100% 100%

Plan assets do not include investments in the company's own equity or debt instruments.
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Cash flow from investing activities:

Capital expenditures

In"2005 the actual cash outflow for capital expenditures amounted to € 100 million, containing
€ 85 million for. property, plant and equipment and € 15 million for intangible assets.

Proceeds divestments

The net.proceeds from divestments of € 16 million in 2005 related primarily to the sale of PT Tigaraksa
Satria Tbk (€ 4 million) and claim receipts of € 11 million with respect to the US activities divested.in
prior years.

Cash flow from financing activities: .
Issued shares — financing of purchase price EAC Nutrition
The issued shares in relation to the acquisition of EAC Nutrition Ltd. A/S resulted in cash proceeds of.

€ 541 miillion, net of € 9 million associated costs.

Issued senior notes
The cash inflow of € S08 million plus foreign exchange gains of € 17 million ties in to the € 525 million
proceeds of the US private placement.

25. Business combinations

On 23 June 2005 the company acquired 100% of the share capital of Mellin Sp.A. (Mellin’), a baby food
company operating in laly, for a purchase consideration of € 422 million (partty in the company’s shares).
The acquired business contributed revenues of € 74
for the period from 23 June to 31 December 2005. Included in the loss of € (3) million are € 13- million
related to integration and other restructuring related costs. Had Mellin been acquired per 1 January 2005
the sales of the group would have been € 2,049 million and profit for the year would have been

€ 213 million. Details of the net assets acquired and goodwill are as follows:

(€ million)- 2005
Purchase consideration

- Cash-paid — - - e - - T 200
- Costs directly attributable to the acquisition 5
— Fair value of shares issued 217
Total purchase consideration 422
Fair value of net assets acquired 237
Goodwill 185

Goodwill amounts to € 185 million and is attributable io the high profitability of the acquired business
and the expected synergies for the group. The value of the brand amounts to € 348 million, reflecting
the expected future cash flow arising. from the acquired Mellin brand. This brand is considered to have
an indefinite life as it is very well known in the ltalian market and has a proven track record spanning
decades. The-company has no intention of abandoning the Mellin name.

The fair value of the shares issued amounted to € 217 million {being 6,711,408 shares of Royal Numico
N.V), and was based on the published share price at 23 June 2005.

The assets and liabilities at 23 June 2005 arising from the acquisition are as follows:

Mellin carrying
€ million Fair value amount
Cash and cash equivalents 2 2
Goodwill 185 -
Brands 349 -
Inventories 17 13
Receivables 37 37
Deferred income tax asset 9 9
Payables (42) (42)
Employee benefits @ (2)
Provisions [¢3)] {2
Deferred income tax liability (131) —
Net assets acquired 422 15
Purchase consideration settted in cash (200)

Cash and cash equivalents acquired 2
Cash outflow on acquisition (198)
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QOther remuneration {Executive Board)

The table below summarises the allowances, pension contributions and income statement charges for stock options and performance shares of the individual Executive Board members:

2005 2004

Income Income

statement statement

Allowances charges for stock Allowances charges for stock

and benefits Pension options and and benefits Pension options and

Amounts in € ’ in kind contributions performance shares in kind contributions performance shares

Executive Board members

Jan Bennink 45,964 127,423 2627497 112,068 126,026 1051446

Niraj Mehra 101411 246,649 677,988 876568 120931 235073
Chris Britton _ 108,140 __56589 677988 _ _ 85288__ _ B55BBO_. _____235073.

Jean-Marc Huét 36,008 76,647 836,655 223362 75,745 327629

Rudy Mareel 58474 58,531 677,988 180,505 53869 235,073

Ajai Puri 278,208 218,002 836,655 183,400 7577 327,629

Notes to allowances and benefits in kind

Costs for social security premiums and the employer’s contribution to healthcare costs are included.
For some Executive Board members, costs related to housing, schooal fees, fixed annual allowances,
costs for {international) moving of personal goods, the lease price of a company car and private home
travel are also included.

Notes to pension contributions

The Executive Board members participate in the Dutch pension plan {Maraton’). The Maraton pension
scheme is administered by a pension fund that is independent from the company. The name of the
pension fund is Stichting Pensioenfonds Nutricia Maraton. The retirement age for members of the
Executive Board is set at 60. This pension scheme is a defined contribution plan and is modular based.
Module A provides for old age pension and dependant's pension, Premiums are 13.5% of pension
base salary and are fully borne by the company. As the retirement age is different from the date of
commencement of the state pension (65) the pension scheme provides for a bridging payment in
Module B. Premiums are 26.5% of salary and are fully borne by the company. Module C provides for
pension after disability and module D provides far voluntary contributions to the pension fund by the
Executive Board members, Within the regutations of the Maraton pension scheme a participant can
opt to choose for minimum participation (to cover premiums for entitlement to a pension in the event
of ill-health or disability and a spouse/dependant's pension on death) and have the contribution that is
calculated on the surplus paid out in cash instead of to the pension fund. This payment is subject to
wage tax and social premiums. All Executive Board members have opled for this possibility.

Changes to the Maraton pension scheme were made effective 1 January 2006 to comply with changes
in the Dutch pension law. The possibility of further build-up of early retirement rights has been revoked,
the retirement age becomes 65 and no longer will a build-up using a non-variable rate for all ages of
13.5% of the pensionable salary be used. Modules B and D have lapsed. The amounts built up under
the former scheme will be retained, and the new premiums are paid into the existing savings for old-age
pension rights. The right to choose for the minimum pariicipation remains in effect. All the Executive
Board members have opted for this possibility.

Notes to income statement charges for stock options and performance shares
Although these costs are included in the income statement, the stock options and performance shares
are granted conditionally. Please refer to page 84.
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Performance Shares (Executive Board)
The table below summarises the status of the number of outstanding performance shares granted to the Executive Board members:

- - - = - - p— PR

Number of performance shares

. Outstanding
Outstanding Granted Exercised Forfeited 31 December Vesting
1 January 2005 during the year during the year during the year 2005 date?
Executive Board members
Jan Bennink 200,000 - — — 200000 01-06-2007
, — 150,000 — - 150,000 01-06-2008
»  Niraj Mehra : 33,000 — ~ — 33,000 01-06-2007
- 50,000 — — 50,000 01-06-2008
—+- -Chris Britton——- - m———e o - = mm—mem m s o —————em - no T - - - —————= - 33000 0 T Tt T T I T T T aann0 01-06-2007 T
i — 50,000 — — 50000 01-06-2008
| Jean-Marc Huét 60,000 — — — 60,000 01-06-2007
— 50,000 — - 50000 01-06-2008
Rudy Mareel 33,000 — ~ — 33000 01-06-2007
| — 50,000 -— — 50000 01-06-2008
Ajai Puri 60,000 - — — 60,000 01-06-2007
— 50,000 — — 50,000 01-06-2008
Total Executive Board members 2005 419,000 400,000 - - 819,000
" Total Executive Board members 2004 - 415000 - - 413000

? The vesting of the performance shares is dependent upon fulfiling EPS performance criteria.
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Performance shares (Senior management)
Number of performance shares

- : - — - - Com- . Outstandin
The table below summarises the status of the number of outstanding Outstanding Granted Exercised Forfeited 31 Dmnma_u% Vesting
performance shares granted, excluding Executive Board members: 1 January 2005 during the year during the year during the year 2005 date’
2004 169,000 32,500 - 35000 166500 01-06-2007
20056 - 275,850 - - 275860 01-06-2008
Total Senior Management 2005 169,000 308,350 - 35,000 442,350
Total Senior Management 2004 - 168,000 - — 169,600 .

*The vesling of the performance shares is dependent upon fulfiling EPS performance criteria.

The company granis stock option rights to management. The annual stock option schemes are open to members of the Executive Board and other senior managers of the company. The number of stock options
awarded each year depends on the level of management and individual performance. In the period 2001 through 2008, members of the Executive Board and management warking for the business units in the
US were awarded SARs rather than stock options.

Until 1999, the term of stock options for Dutch participants was five years and 10 years for foreign senior managers. The stock option plans (including the SARs plans as from 2001) granted in the period from
2000 through 2002 had a term of five years for all participating management. The stock options and the SARs may be exercised three years after granting, provided that the participant in the stock option plan is
still employed by the company. This provision is not applicable to the SARs plans. Since the divestments of the US businesses, the SARs are exercisable without any limitation except for closed periods. In 2003,
two conditional stock option plans were introduced. The term of both plans is eight years, and the exercise price was set at € 10.71. Each year, during the first three years of these plans, the participant is entitled
to ane-third of the amount of stock options granted, provided that during the first three years any termination of the emplayment agreement with the participant is not based on a termination with cause. None of
these stock options granted may be exercised during the first three years of the term of these plans. The long-term performance stock option plan (LTP) is aimed to previde an additional incentive for selected key
high potentials and/or high performers within the company. The LTP's stock options shall fully vest and become exercisable after three years, provided that the average closing price of the company’s shares in the
period of 1 March 2006 through 1 June 2006 is € 15.00 or above and the participant is still employed by the company on 1 June 2006, In 2004, two plans were implemented; a stock option plan and a performance
share plan. The term of the stock option plan is eight years, of which the first three years are the vesting period. The exercise price was set at € 25.86. The term of the performance share plan is three years, and
vesting is driven by a target related %o earnings per share (EPS).

In 2005, two plans were implemented; a stock option plan and a performance share plan. The term of the stock option plan is eight years, of which the first three years are the vesting period. The exercise price
was set at € 32.27. The term of the performance share plan is three years, and vesting is driven by a target related to EPS.

The regular annual stock option plan provides an incentive to atiract, molivate and retain key management of the company. Total Shareholder Return (TSR') criteria have been introduced and will be appliedto a
three-year {vesting) period. The stock options granted are conditional and 40% of the stock options granted will vest if the company's TSR is at least at the median compared to the TSR of the comparator group.
All stock options become exercisable if the company is ranked in the upper decile relative to the comparator group.

The performance share plan was introduced to further focus the Execulive Board members and other senior management on the growth of long-term sustainable value for shareholders. The plan is aimed to provide
an additional incentive for selected key high potentials and/or high performers within the cempany. The performance shares will vest according to a sliding scale with a threshold consistent with the stock option
vesting. For awards granted in 2004 and 2005, a performance threshold of §% per annum average EPS growth will be required for 40% vesting after three years, and 15% per annum average EPS growth for
full vesting.

The total fair value of the stock options and performance shares granted in 2005 to the members of the Executive Board and senior management amounts to € 18,124,000 for the Executive Board and
€ 16,793,392 for senior management, in total € 34,817,392, The fair value at the date of award of a stock option granted in 2005 was € 6.76 (2004: € 6.54), the fair value at the date of award of a performance
share granted in 2005 was € 31.79 (2004: € 25.87). :

The fair value of the stock option and performance shares grants was estimated using the Monte Carlo simulation model based on the following assumptions:

2005 2004
Risk-free interest rate 2.35% 3.11%
Expected dividend yield 0.5% %
Expected stock price volatility 26% 26%
Time to maturity 3 years 3 years
Weighted average share price € 32,27 € 2586

The expected stock price volatility is based on the volatility of the company's shares subsequent to the divestment of GNC business in December 2003,
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29. Off balance sheet commitments and contingent liabilities

' Operating lease commitments

-+ - The tolal commitment for operating leases is € 75 million (2004: €77 million), which contains operating ~ -~ ‘A-dividend of € 0.15 per share (€ 29 million in total) will be proposed on'3 May 2006 to shareholders.

leases of € 58 million and GNC Real Estate guarantees of € 17 million. The operating leases of
€ 58 million relate primarily to cars and offices. Of this amount, € 11 million expires within 12 months
and € 45 million between 1 and 5 years and € 2 million after 5 years.

For the GNC Real Estate guarantees of € 17 million the company is held harmless and indemnified
pursuant to the terms of the acquisition agreement with Apollo.

The operaling lease and rent expenditures in 2005 were € 31 million (2004: € 28 million).

. Purchase commitments i . _ _ S S -
T "Total commitment for purchase contracts, primarily relating to raw materials, is € 81 million (2004:
€ 30 miltion) of which € 77 miliion expires within 12 months, € 2 million between 1 and 5 years and

€ 2 million after 5 years.

The company has entered into a contract to acquire 100% of the shares of EAC Nutrition Ltd. A/S
for a total consideration of € 1.2 billion. Please refer to note 30 'Events after the balance sheet date’.

Capital commitments

Capital commitments at the end of 2005 were € 15 million (2004: € 5 million), which expires within
12 months. The increase mainly retates to the € 8 million upgrade of the Clinical Nutrition facility in
Liverpool, UK.

Claims and legal proceedings

The company is currently engaged in litigations relating to several claims involving third parties. Although
ultimate liability cannot be determined at present, the company is currently of the opinion that the amount
of any such liabilities from these proceedings wilt not have a material adverse effect on its financial
position or results. Adequate provisions have been taken for pending litigations where deemed necessary.

Residual liabilities from US disposals

i The divested companies Rexall Sundown, Unicity and GNC sold products containing Ephedra. Ephedra
has been the subject of negative publicity in the US, Japan and some other couniries relating to alleged
harmful effects. The company is a defendant in a number of Ephedra-related lawsuits. At the end of
2005, 74% of all cases filed against Rexall Sundown and GNC have been resotved, bringing the total
number of active cases down to 97, These numbers take into account a tenfative settlement that has
been reached in principle which, if approved by the Bankruptcy Court, will result in the dismissal of
an additional 64 Ephedra cases in which GNC is named as a defendant. The agreement is part of a
proposed global settlement against approximately 80 defendants, including GNC and other retailers,
relating to the sale of Ephedra containing-products manufactured by Nutraquest, Inc. The company’s
contribution to the tentative setilement and all other legal and administrative costs related to the
Ephedra litigation risk are covered by its product liability insurance which is occurrence-based.

30. Events after the balance sheet date
Dividend proposal

This proposed dividend is not included in these consolidated financial statements.

Business combinations
The company acquired 100% of the shares of EAC Nutrition Ltd, A/S (EAC Nutrition’) on 2 January 2006
for an amount of € 1.2 billion in cash from EAC Ltd A/S.

To finance the new acquisition the company successfully issued equity for an amount of € 550 million on
14 November 2005. The remaining amount of € 650 million was financed through the credit facility.

____EAC Nutrition is a leading Asian baby food company. EAC Nutrition has strong market positions through .

a strong brand — Dumex — in its core markets China, Thailand, Malaysia and Vietnam. EAC Nutrition
is the leading market player in China and is the market leader in the other core markets. The company
intends to focus the activities of EAC Nutrition on profitable growth in these core markets.

The company decided to close down the Dumex activiies in the Philippines and has agreed to sell the
infant cereal company Hangzhou Future in China. The company is exploring all possible options far the
activities in India,

In 2005 total sales of EAC Nutrition amounted to € 327 million, operating profit amounted to € 34 miflion
before restructuring costs and other items of a one-off nature, and amortisation. Sales in the core markets
amounted to € 313 million, operating profit amounted to € 42 million before restructuring costs and
other items of a one-off nature, and amortisation.

These financial resulis are based on the accounting principles of EAC Ltd A/S as stated in their
annual report.

The financials of EAC Nutrition will be included in the company’s financial results from 2 January 2006
onwards, the date of transfer of control.

The purchase price allocation, including the fair value valuation of the individual assets and liabilities, has
not been finalised and as a result the company is not able to disclose the fair value of the net assets
acquired and goodwill at this point in time.
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————

Changes in accounting policies under IFRS

IFRS 2 - Share-based Payment- .
This standard affected the company in accounting for stock options and performance shares, which were
provided to approximately 180 employees. In accordance with IFRS 2, the company has recognised the
fair value of its share-based payments in personnel costs in the income statement over the vesting
period, and has recognised a related component directly in equity, net of tax. Under Dutch GAAP these
costs were kept off balance as there was no requirement to recognise them in the income statement.

The fair value of the company’s share-based payment schemes was calculated using the Mente Carlo
simulation model, resulting in an expense of € 5 million in 2004,

The company’s performance shares granted in 2004 have vesting conditions which are not related to

market tonditions (EPS growth); if the vesting conditions are not met, charges previously taken will need
to be reversed. In comparison, the company’s stock options granted in 2004 are related fo market conditions
(Total Shareholder Return); a reversal of charges is not allowed, even if market conditions are not met.

IFRS 3 - Business Combinations

This standard requires that all business combinations must be accounted for by applying the purchase
method, where all assets and (contingent) liabilities must be recognised at fair value on the acquisition
date. Goodwill arising is to be carried at cost with periodic impairment reviews. The impact on the 2004
income statement is an income of € 2 million.

The value of goodwill and certain acquired brands, which the company also considers as having an
indefinite useful life, was fixed at 1 January 2004.

1AS 16 - Property, Plant and Equipment

The exemptions in IFRS 1 with regard to fair value as deemed cost for property, plant and equipment,
determined at 1 January 2004 by an extemal appraiser, resulted in a positive net impact on opening equity
at 1 January 2004 of € 29 million. The impact on the 2004 income statement is not considered material.

IAS 19 - Employee Benefits
The cormpany has both defined contribution and defined benefit pension plans.

For defined contribution pension plans, the company pays contributions {o pension insurance plans,
and has no further payment obligations once the contributions have been paid. The contributions are
recognised as an expense when they are due.

For defined benefit pension plans, the company has an obligation to pay further contributions if the
fund no longer holds sufficient assets to pay the benefits relating to the employee service life. For such
schemes, the company is required to recognise on balance the funded status as of 1 January 2004.
This is determined by periodic actuarial valuations, using the projected unit credit method. Within personnel
costs in the income statement, a separate recognition of operating and financing costs for these schemes
is also allowed.

On 1 January 2004, the company had a net deficit for its pension and other post-employment benefit plans
in excess of provisions in the Dutch GAAP balance sheet of € 23 million, which has been recognised
directly in equity. The impact on personnel costs in the 2004 income statement is not material.

The IASB had issued an amendment to IAS 19 allowing actuarial gains and losses to be taken directly
to reserves, This proposed revision has been converted to a standard and was adopted by the European
Union, and is effective from 1 January 2006, with earlier adoption allowed. The company has applied the
revised standard voluntarily from the transition date (1 January 2004). The impact on equity for 2004

is € (4) miltion.

IAS 32 - Financial Instruments: Disclosure and Presentation

This standard affected the company in accounting for its convertible debenture loans. Under Dutch GAAP,
these loans were carried at face value. Under IFRS, a'company is required to recognise separately in—
its financial statements the liability and equity component of a compound financial instrument, such as
a convertible loan.

The liability component is reported in liabilities and valued at the present value of the contractually
determined fuiure cash flows, discounted at the prevailing market interest rate for an equivalent straight
bond. The equity component, which is the option granted to conwert the debt instrument into shares of
the company, is reported in equity and valued as the difference between the proceeds from the convertible
debentura loan and the value of the liability comgonent at the date of issuance, net of tax. The equity
companent remains unchanged throughout the life of the instrument, unless conversion takes place.
The dedicated reserve is then released to retained earnings.

The company has applied the following effective interest rates at the date of issuance of the various
convertible debenture loans:

> Convertible loan 2003: 6.7%
> Convertible loan 2000: 6.7%
> Convertible loan 1999: 6.5%

The result is a positive impact on the opening equity at 1 January 2004 of € 62 million, net of tax.
The impact in the income statement is € (31) million in finance costs for 2004, since the interest
expenses related to the convertible debenture loans are now calculated with the effective rather than
nominal interest rate. This did not have any cash implication. Nearly half of this € 31 million related to
the convertible debenture loan 2000, which was redeemed in June 2005.

IAS 37 - Provisions, Contingent Liabilities and Contingent Assets

Under IFRS, a restructuring provision could onty be recognised when the announcement has been
made before balance sheet date. Under Dutch GAAP, restructuring provisions did meet the recognition
requirements and were recognised if, amongst others, the restructuring had been announced to the
employees involved before the date of the publication of the financial statements.

For the company this resulted in an increase in opening equity at 1 January 2004 of € 7 million, caused
by transferring certain restructuring provisions that were announced after the balance sheet date to the
next year,

The company accounted for long-term provisions at nominal value under Dutch GAAP. Under IFRS all
long-term provisions are discounted. The interest accrued on discounted provisions was recognised in
‘Finance cosis'. The impact of € 1 million is not considered material.

IAS 38 - Intangible Assets
This standard affected the company's accounting for software and development costs.

Under Dutch GAAP, software was classified as a tangible fixed asset Under IFRS, the company has
reclassified selected assets as intangible assets when the criteria specified within IAS 38 are met.
The associated depreciation, amounting to € 4 million in 2004 is reclassified to '‘Amortisation of
intangible assets’.

With respect to development costs, the company initiated an intemal process in 2004 to identify those
development projects that meet the recognition criteria of IAS 38. The company started separate
accourting for these development projects from 2005 onwards in order to be able to capitalise and
amortise the expenditure as required under this standard,
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Consolidated income statement for the year ended 31 December 2004

IAS 16
. — R —2004 . . —IFRS.2 . —_ - -—- Property, ———-1A532- — . - cm e o e — JAS 38— - —_- —_— - e .-
) Dutch  share-based 1AS 1 plant and  Convertible 1AS 32 IAS 37 tntangible Other 2004
€ million GAAP payment  Presentation equipment loans Derivatives Provisions assets movements IFRS
Net Sales 1,722 - - — — — — - — 1,772 Sales
Maovement in stocks of finished
and semi-finished products 8 - 8) — — — — - — —
Other operating proceeds 23 — {(4) - - - - — — 19 Other revenues
Total proceeds 1,753 (12) — - - - - - 1,741 Total revenues
~Expenses——~ - e - —_ - - — - - =
Cost of raw materials
Cost of raw materials -(494) - - — — - - - 3) (497) and-consumables
Movement in
stocks-of finished and
— — 8 — -~ — — — — B semi-firished products
Personne! costs (389) [G)) @) - — — @ — (405) Personnel costs
Depreciation and impairment Depreciation of property,
of tangible fixed assets (34 - - £D] — - - 4 - (31)  plant and equipment
Impairment of property,
— - (10} - - — — - - (10)  plant and equipment
Amortisation and impairment Amortisation of
- of intangible fixed assets (3) - — — — — —_ @ - 5) intangible assets
Exceptional items (19) — (19) — - - - - - - Exceptional items
Other operating costs (499) - N - - - 1 - 2 {503) Other operating costs
: — — 6 - - - — - — 6 Cther income
Total operating expenses (1,438) (5) 14 (1) - - [€))] 2 (1) (1,437) .
Operating result 315 (5) 2 (" — — (8) 2 (1) 304 Operating profit
‘Financial income '
and expense (52) — (26) - 3an n (1) — - {111) Finance costs
Other financial
— — 26 — 6) — — — 1) 19 income
Share in.profit
- — - — — - — — 4 4 of joint veniures
Result on ordinary activities
‘before taxation 263 (5) 2 ¢} (37 1} {9) 2 2 ‘216 -Profit before tax
Tax on result on
ordinary activities (111) 1 - — " - o - m (98) Income tax expense
‘Result divestment
group companies 2 - ) - — — - — — —
Result on ordinary
‘activities after taxation 154 (4) - 1 (26) ()] ¢4 2 1 18 Profit for the year
Minority interests (9) — - - — 4 - - — (5}
Net result 145 4 — [6))] '(26) 3 ) 2 1 113 Profit for the year
Attributable to: . Aftributable to:
Equity holders 145 13 ‘Equity holders
‘Minority interest 9 5 ‘Minority interest
154 18
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Equity reconciliation under IFRS

Opening equity at 1 January 2004 -

Equity at 1 January 2004 under Dutch GAAP € million

(469)
IFRS 1 - Revaluation property, plant and equipment 20
IFRS 2 — Share-based payment 1
IAS 19 — Employee benefits (23)
IAS 32 - Convertible loans 62
IAS 37 — Provisions o 5
IAS 39 - Derivatives -~ =~ i - (3}
Subtotal e o A
" Equity ‘at 1" January 2004 under IFRS o (398)

Equity movement 2004

2004 Direct equity movements IFRS

Impairment

1 January 2004 2004 Movements 2004 profit Options and a&m:m% income Pensicns 31 December 2004
€ million IFRS Dutch GAAP  adjustments [FRS derivatives tax liabiiities actuarial losses Other IFRS
Share capital 42 — — — — — — 42
Share premium 1027 — - — — —_ - 1,027
Currency translation reserve — {14) — - — - — (14)
Stock option reserve i - — 6 — — — 7
Revaluation reserve 29 — — — 2 — - 31
Hedging reserve (10} — - 8 - — — (18)
Convertible bonds reserve 118 — — — 3 — @n 90
Retained earnings (1605} 143 (32) — — (4) 31 (1,467)
Total equity (398) 129 (32) (2) 5 4) — (302)

The 2004 movernent Dutch GAAP in retained eamnings of € 143 million consists of € 145 million net result atiributable to shareholders, and € (2) million repurchase of shares subsidiaries.
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Part 9, of Book 2 of the Dutch Civil Coade, using the accounting policies of the company’s consolidated
financial staternents as permitted under article 362.8 of Part 9, of Book 2 of the Dutch Civil Code.

! General information Equity 31 December 2003 under Dutch GAAP € million (469)
IFRS adjustment net asset valuation of subsidiaries 8
e — e o= - == - - — -~ - - IFRS2-Stockoptions{netoftaxy -~ T~ =7 7 1 -
Executive Board Report 1AS 32 ~ Convertible loans {net of tax) 62
Please refer to page 16 of this Annual Report. Subtotal 71
Equity 1 January 2004 under IFRS (398)
Profit for the year 2004 under Dutch GAAP € million 145
. . - .= IFRS 2 - Stock options (net of tax) 3)
Il Summary of the significant accounting policies  ias32-convertivle loans (et of i) — _— E— T
T o - IAS — Derivatives ]
- —_— —— — —_— ———m _Other__. - [ —_— ———m - ‘A:v
" Basis of preparation Subtotal (32)
The parent company financial statements of Royal Numico NV, have been prepared in accordance with Profit for the year 2004 under IFRS 113

By using this article, the equity as included in the consolidated financiat statements remains equal to the

shareholders’ equity as included in the parent company financial statements of Royal Numico NV, which Notes to .n—.-Q pa rent com pany .—“msm ncial statements

is generally accepted in the Netherands.

This also means that the accounting policies for measurement and recognition of assets, liabilities, income Other income and expense (after taxation)

and expense are similar to those as applied in the company’s consolidated financial statements, except € million 2005 2004
for investments in subsidiaries which are measured at net asset value as permitted under article 362.8 Personnel costs an @
of Part 9, of Book 2 of the Dulch Civil Code. The net asset value of subsidiaries is determined by applying Financial | 5
the company's accounting principles on the assets, liabilities and provisions of the subsidiaries and inancial income and expense (85) (48)
pany g princip h P :
determining the subsidiaries' results by applying the company’s own accounting principles. Results on Other income 13 14
transactions between the company and its subsidiaries are eliminated based on the company's ownership | (33) (38)
in the subsidiaries and to the extent that these results have not been realised as a result of third party :
transactions. Losses are not eliminated in case fransactions with subsidiaries indicate a permanent The company employs no persennel. Personnel costs incduded in *Other income and expense’ relate

diminution in the value of subsidiaries’ assets. In case the net asset value of an investment in a subsidiary ~ entirely to stock option costs for employees within the group. For information on compensation of the
is negative and the company has the firm intention to enable the investment to settle its debts, a provision ~ company's key management, please refer to note 28 ‘Remuneration’ on pages 79-85.

for a corresponding amount is recognised.

Financial fixed assets

For the principles of valuation of all other assets and liabilities and for the determination of resutts € million 31 December 2005 31 December 2004
reference is made to the notes to the consolidated financial statements. All accounting policies applied Investments in subsidiaries 561 —
in 2005 have been consistently applied to the 2004 comparatives. Loans to subsidiaries B44 905

! 1,405 905

Transition to IFRS and effect of new accounting principles

The company applied a change in accounting policies, as a result of applying the accounting policies used
to prepare the consolidated financial statements in accordance with article 362.8 of Part S, of Book 2

Movements in investments in subsidiaries can be specified as follows:

of the Dutch Civil Code. The consoclidated financial statements have been prepared in accordance with € million 2005 2004

IFRS, please refer to page 53 (Basis of preparation’). Balance 1 January (@8) (@28)
Previously, the parent company financial statements were prepared in accordance with Dutch GAAP, Change in accounting policies — 8

The change in accounting poficies, which has been applied retrospectively, impacted shareholders’ equity ~ Restated balance 1 January (98) (220)
and profit for the year, The impact on shareholders’ equity as per 1 January 2004 and 1 January 2005 Investments 426 -

amounts to € 71 million and € 39 million, respectively. The impact on profit for the year 2004 amounts Repurchase of shares subsidiaries (4) 2
to € 32 million. Please refer to note 31 Transition to intemational Financial Reporting Standards’ on Share in profit of subsidiaries 231 171

page 87. Direct equity movements {13) an
L ®
The following summarises the impact on shareholders’ equity at 1 January 2004 and profit for the year ._.m assglyale o ° o8
2004 as a result of the change in accounting policies: ransfer to provisions —

Balance 31 December 561 -
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Share capital
The authorised capital of the company amounts to € 200 million consisting of 800 million shares of
-€ 0.25 each, divided into 400 million ordinary shares and 400 million preference shares: —- -~ -

Number of issued shares € milion Ordinary shares Total shares
Balance 1 January 2005 166,332,640 166,332,640
Shares issued:
Issue of share capital — Mellin 6,711,409 6,711,409
Issue of share capital - financing of purchase price EAC Nutrition 16,691252 i6,591252
Stock options 453931 453931
Convertible loans = = - T B © 3015 3015
190,092,247 190,092,247

Long-term liabilities
The amount of fong-term liabilities of € 636 million includes the convertibte debenture loan 2003 of

*- -€-298 million"and a long-term loan’ payable to Numico Financial Céntér B.V. amounting té € 338 million. ~—

This loan does not have a fixed maturity date but is-rolled-forward on a three-month basis against interest
charged at 2%. With regard to the convertible debenture loan 2003 please refer to note 19 'Borrowings'
on page 73.

Payables to subsidiaries
This item reflects accrued interest on the long-term loan of € 338 million.

Other payables _ N .. .. -
Oﬁ:mﬂnmﬁa_mm3m_3_<qm_m~mﬁomnnamu_imqmmﬁo::._mno:é&_u_mam_um:ﬂca,omzwoo”w.

Balance 31 December 2005

All ordinary shares issued have been fully paid. After full conversion of the balance of the convertible
debenture loans and full exercise of the current outstanding stock options, the number of ordinary
shares will rise to 210,062,131, an increase of 10.5% compared to the number of shares issued at year-
end 2005, The issue of 453931 shares related primarily to stock options. A number of 8,153,316 shares
have been reserved for stock options, SARs and performance shares.

Cumulative preference shares

The company has given the foundation Stichting Conlinuiteit Numico the right to obtain cumulative
preference shares in the capital of the company to a maximum of 99.8% of the share capital then
issued. At year-end 2005 no preference shares have been issued.

Share premium
The premium is for an amount of € 1,022 million exempt from income tax in the Netherlands, when
distributed in shares.

Currency translation reserve

As a result of the changes in financial reporting requirements in Part 9, of Book 2 of the Dutch Civil Code,
the company decided to reset the currency transiation reserve, relating to exchange rate differences of
investments in subsidiaries, to zero at 31 December 2004,

Provision for deferred income taxes
The following net amounts {amounts are offset when a legal right to offset exists), are shown in the
parent company balance sheet:

31 December 31 December

€ million 2005 2004
Deferred income tax assets 9 2
Deferred income tax liabilities (14) ()]
(s an
The movement in deferred income taxes is as follows:

Deferred Deferred Deferred Deferred

income income income income

tax assets tax liabilities  iax assets tax liabilities

€ million 2005 2005 2004 2004
Balance 1 January 2 19 1 33
Recognised in the income statement 3 (5} 1 (11)
Recognised directly in shareholders’ equity 4 - 1 -
Movement in tax rates - - )] (3)
Balance 31 December 9 14 2 19

Guarantee commitments
Besides the liability statements issued within the framework of article 403 of Part 9, of Book 2 of the

Dutch Civil Code regarding all domestic subsidiaries (except Nutricia Poland BV.), Royal Numico NV. has
entered into guarantee agreements with a number of banks, amongst others concerning credit facilities
for subsidiaries mainly ouiside the Netherlands, for a total amount of € 83 million (2004; € 183 m

In addition, the company is severally liable in relation to the German joint venture HTMa.
Furthermare, guarantees have been given concerning the liabilities of Irish subsidiaries.

Fiscal unity

The company forms a fiscal unity with the Dutch subsidiaries (except Nutricia Poland BV) for income
tax purposes. In accordance with the standard conditions the company and the subsidiaries that are part
of the fiscal entity are severally liable for taxation payable by the company.

Related parties

The transactions between Royal Numico NV, and its refated parties comprise i) long-term lpans recevable
from its subsidiaries Numico Financial Services S.A. and Nutricia International B.V (please refer to the
note on ‘Financial fixed assets' in these company only financial statements}; i) a long-term loan payable
to its subsidiary Numico Financial Center B.V. (please refer to the note 'Long-term liabilities’); and iii) the
cost recognised in the income statement above in respect of share-based payments (please refer to
note 28 ‘Remuneration’ beginning page 79).

Schiphol, 22 February 2006

Executive Board Supervisory Board
Jan Bennink Rob Zwartendijk
Chris Britton Marco Fossati
Jean-Mare Huét Hessel Lindenbergh
Rudy Mareel Steven Schuit
Niraj Mehra Barrie Spelling
Ajai Puri Emiel van Veen

Per Wold-Olsen




Numico shareholder base

Pursuant to the 1996 Disclosure of Major Heldings in Listed Companies Act, legal and-natural persons
who achieve a capital interest and/or voting rights of 5, 10, 25, 50 or 66.6% by acquiring or transferring
securities in a N.V. (naamloze vennootschap’, a company limited by shares), or whase capital or interest
exceed or fall below such levels, are required to disclose this to the company concerned and the
Nethertands Authority for the Financial Markets (AFM). On 6 January 2004, ING Groep N.V. reported
an interest of 8.99%.

Total numbers of shares outstanding (institutional holdings)

o B UK 36%

B USA 21%

B The Netherlands 17%

M Switzerland 13%

H Germany 5%

O France 2%

£1 Rest of Europe 4%
Rest of the World 2%

Institutional and private investors

B Institutional investors 90%
# Private investors 10% .

Dividend

Numico's level of shareholders' equity has substantially improved in 2005, allowing the company to resume
the payment of dividends. Numico's new dividend policy is determined by Numica's strong growth profile
and significant organic investment opportunities. In summary, the company aims for a dividend pay-out
ratio of 20%, to be reached in the medium term ( 5 years). Numico’s shareholders have the option to
choose for either a cash or a stock dividend. Dividends will be declared and paid on a yearly basis.

Numico will propose to the Annual General Meeting of Shareholders to pay a dividend related to 2005
of € 0.15 per ordinary share. The dividend will be paid out fully in ordinary shares or fully in cash (after
deduction of 25% withholding tax) at the shareholder’s option. The stock dividend will be equal to the
value of the cash dividend, barring any rounding effects. The ex-dividend date will be 5 May 2006 and
the payment date will be 29 May 2006.

Important dates in 2006

2 May 2006 Results first quarter 2006

3 May 2006 Annual General Meeting of Shareholders
3 August 2006 Results second quarter 2006

9 November 2006 Results third quarter 2006

Share data'
Information per share in € 2005 2004 2003
Operating result before amortisation® 272 200 220
Operating result 2.09 183 (351)
Aftributable to equity holders 115 068 (303)
Free cash flow (0.58) 069 7.20
Shareholders’ equity 3.95 (1.81) 282)
Dividend 015 0.00 0.00
Share price (intra-day) in €
High 36.86 27.78 22.60
Low 26.66 2176 431
Year-end 3490 2653 2191
Issued Ordinary Shares million
Al year-end 190.09 166.33 16622
Daily volume
Average . 713,049 684,751 1,096,744
High 5,643,704 3,445,701 9,505,779
36,622 53965

Low 152,437

_ﬂﬁ:-nmmﬂuSmmaéEnuﬁmng_ﬂmm.woaggU:ﬁ:m%
umxn_c&:m exceptional items.

Share price movement January 2005 — December 2005
AEX Index and Bloomberg European Food Index, indexed on the basis of Numico's share price on
3 January 2005.

Share price in € Volume (millions)

40 [— Numico ! "
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President and Chiet Executive Cficer

Jan Bennink -

Company Secretary

—1— Corporate Communications

Corporate Human

Resources
Jean-Marc Huét Chris Britton Rudy Mareel Mark Witson* Niraj Mehra Ajai Puri
Member of the Executive Board Member of the Executive Board Member of the Execulive Board President Member of the Executive Board Member of the Executve Board

Chief Financial Gtficer President Baby Food Division President Clinical Mutribon Division Dumex President Operations Crvision President RAD and Product Integnty
— Corporate Controlling and Reporting UKAreland - UK/Ireland/SHS — China Purchasing Worldwide —1 Numico Research
— Corporate Treasury Benelux 1 The Netherlands —1 Malaysia Manufacturing Baby Food 1 Quality and Food Safety
— Mergers and Acquisitions. Germany T Central Europe/Nordics T TH Thatand Manufacturing Clinical Nutrition F— Product Development
= Imvestor Refations Central/Southem Europe — Southern Europe | ] Vietnam Supply Chain r Scientific and Reguiatory Affairs
—i General Counset Eastem Europe i Emarging Markets - Phillippines
— Tax Asia-Pacific/MELA — Norih America 1 India
— Corporate [T Indonesia

' * As of 2 January 2006. Mark Wilsan will be neminated for appeintment to the Executive Board at the General Meeting of Shareholders on 3 May 20086,
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Robert Zwartendijk (Dutch, 1939)

Period of appointment from 1994 through 2008

Chairman Supervisory Board Nutreco Holding N.V, Blokker Holding B.Y, Member Supervisory Board
Randstad Holding N.V. '

Marco Fossati {|talian, 1959)
Period of appointment from 2005 through 2009
President Findim Group SA, President Star Stabilimento Alimentare S.pA.

Hessel Lindenbergh (Dutch, 1943)

Period of appointment from 2003 through 2007

Chairman Supervisory Board NIB Capital NV, Spyker Cars NV, Member Supervisory Board DHV
Holding B.V, Gamma Holding NV, Petroplus International N.V, Reggeborgh Groep. Member Board
of Trustees University of Amsterdam.

Steven Schuit {Dutch, 1942)

Pericd of appointment from 2005 through 2009

Of counsel, Allen & Overy, specialising in corporate finance. Chairman of de Baak, Management
Centrum VNO-NCW. Professoar International Commercial and Financial Law, University of Utrecht
Founder and Member of the Board of Grotius Academy.

Barrie Spelling (British/American 1544}

Period of appointment from 2004 through 2008 ]

President St Luke's LifeWorks, Connecticut. President of BMS Ltd, an investment company,
Connecticut. Chairman of the Trust and Director Institute Of Direct and Interactive Marketing, UK.
Member of the Advisory Board, Miss O and Friends, Connecticut.

Emie! van Veen (Dutch, 1939)

Period of appointment from 2002 through 2006

Supervisory Board Member of Beter Bed Holding. N.V. {vice-chairman), Blokker Holding B.V, Docdata
N.V. (chairman}, Nabuurs Groep Haps B.V. Member of the Board of Stichting administratiekantoor CSM,
Mermber of the Supervisory Board of the University hospital/faculty (LUMC) Leiden.

Per Wold-Olsen {Norwegian/American, 1947)

Peried of appointment from 2003 through 2007

Management Committee Member and President Human Health Intercontinental (HHI}, Merck & Co,
Inc., Member of the Board of Directors of Sanofi Pasteur MSD, Member of the Oversight Committee
of the Merck Foundation, Member of the Europe Committee of PhRMA (Pharmaceutical Research
and Manufacturers of America),

Jan Bennink (Dutch, 1956)

President and Chief Executive Officer

Appointed May 2002

Previous experience

Groupe Danone {1995-2002)

Joh. A, Benckiser (1989-1995)

Procter & Gamble (1982-1988)

External positions

Advisory Council ABN AMRO Holding N.V. (Netherdands)
Board Member, Kraft Foods Inc. {USA)

Chris Britton (British, 1957)
President, Baby Food Division
Appointed February 2003
Previous experience

Diageo (1995-2003)

Grand Metropolitan (1982-1995)

Jean-Marc Huét (Dutch, 1969)

Chief Financial Officer

Appointed March 2003

Previous experience

Goldman Sachs international {1993-2003)
Clement Trading (1991-1993) ;

Rudy Mareel (Belgian, 1963)

President, Clinical Nutrition Division
Appointed May 2003

Previous experience

Becton, Dickinson and Co. (1991-2003)
Abbott Diagnostics Division (1987-1991)

Niraj Mehra (British, 1954)

President, Operaticns

Appointed October 2002

Previous experience

Groupe Danone (1993-2002)

Mars (1976-1993)

External position

Supervisory Board Member, Budelpack (Netherlands)

Ajai Puri {American, 1953)

President, Research & Development and Product Integrity
Appointed June 2003

Previous experience

The Minute Maid Company (1981-2003)

Nominated for appointment in 2006:

Mark Wilson (British, 1952)

President, Dumex

Previous Experience

EAC Group & EAC Nutrition {1945-20085)
GlaxoSmithKline Beecham (1974-1995)
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To the General Meeting of Shareholders of Royal Numico NV.

Introduction

In accordance with your assignment we have audited the financial statements of Royal Numico N.V,
Amsterdam, for the year ended 31 December 2005 as set out an pages 49 to 96. These financial
statements consist of the consolidated financial statements and the parent company financial
statements. These financial statements are the responsibility of the company’s management.

Our responsibility is to express an opinion on these financial statements based on our audit

Scope

We conducted our audit in accordance with auditing standards generally accepted in the Netherlands.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement An audit includes examining, on

a test hasis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall presentation of the financial statements. We believe that our audit
provides a reasonable basis for our opinion,

Opinion with respect to the consolidated financial statements

In our opinion, the consolidated financial statements give a true and fair view of the financial position
of the company as at 31 December 2005 and of the result and the cash flows for the year then ended
in accordance with International Financial Reporting Standards as adopted by the EU and also comply
with the financial reporting requirements included in Part 9 of Book 2 of the Netherlands Civil Code
as far as applicable. . T T T

Furthenmore, we have to the extent of our competence, established that the Executive Board Report is
consistent with the consolidated financial statements.

Opinion with respect to the parent company financial statements

In our opinion, the parent company financial statements give a true and fair view of the financial position
of the company as at 31 December 2005 and of the result for the year then ended in accordance
with accounting principles as generally accepted in the Netherlands and also comply with the financial
reparting requirements included in Part G of Book 2 of the Netherlands Civil Code.

Furthermore, we have to the extent of our competence, established that the Executive Board Report is
consistent with the parent company financial statements,

Amsterdam, 22 February 2006

PricewaterhouseCoopers Accountants NV,
Paul Bzart RA




'siaployaeys jo Buneay [elausy
ay) o [esodsip ay) 12 'S9A19S81 BY) 0} UOljIppE pue saleys aoualagald aageinwno ay) uo abejuasiad
X AlojepuBLl BU} JO UOINqUISIp ta)e 's| sjualate)s [e1dueuly pasosdde ayy ul pajels se poud 18u 8y

IDE BPINY Jo Aewwng
UOREIDOSSY 4O SIYIMY O} BUIPIOIDB UOHNGIYSIP WOu]

_ 'SJUSWIYE)S [RIZUBUY IS} Ul papN|2ul Jou s1 puapp pasodosd sy pasodoud
_ aq | sueys Aeupo Jad GO B JO PUSPIAP B 'G00T AR £ Uo siapjoyaseys jo Buesiy [elauan ayy v

i 691 sBuiutea paurejas o} pappy
) 62 puapp pasodoid
_ 86} 134 U} 10} O

S00T uolfiw 3 oid jo uoneudosdde pasodo.id

uonewJsojul 1Yo

16 S00Z Hoday |enuuy od1WnN




AW.NUMIco.com

Royal Numico N.V. '
P.O. Box 756538, 1118ZN Schiphol Airport
The Netherlands. +31 (0)20 456 9000
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WWW.NUMICO.CoOm

Royal Numico N.V.
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P.O. Box 75538, 1118ZN Schiphol Airport
The Netherlands. +31 (0)20 456 9000
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